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SMUD and its sister public power agencies have engaged in a
lively set of battles with PG & E over the ears. In addition to
the federal anti-trust litigation describe briefly above, SMUD
actively sought to succeed to PG & E s federal licenses for
hydroelectric production on California rivers as they expired in
the late 1970's and 1980 5. (Such licenses, many granted in the
1920's, are generally for a fif
year term, and authorize
construction and operation of
roelectric facilities on
California rivers. Until amen ed in 1985, federal law provided a
preference for public entities as licensees.)
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QUESTIONS OF INTEREST TO THE COMMI
E CURRE

SIT

EE

ION

1)

Describe the current PG & E/SMUD integration agreement, and
the basic obligations of each under that agreement.

2)

Describe the status of the litigation under that agreement,
including claims of the respective parties for breach of the
agreement.

3)

Describe the status of negotiations for transmission access
(wheeling) for SMUO to third par
power suppliers (GPPL,
FERC Docket U-7777, COT, etc.)

4)

Describe the current status of proposals
PG & E, and by
third parties to furnish electrical energy and capacity to
SMUD.

5)

Describe the current financial a d operating condition of the
respective parties (PG & E nd SMUD a ong with any
contingencies.

6)

Describe SMUD S procedures f r setting rates and policies
with respect to rates.
1
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Gwen Moore, Chairwoman
WHITHER PUBLIC POWER IN NORTHERN CALIFORNIA?
PG&E's PROPOSAL TO BUY SMUD
State Capitol, Room 126
Sacramento, California
October 6, 1987
CHAIRWO¥~N

•

GWEN MOORE:

PG&E's offer to buy SMUD is

potentially a watershed in the history of energy supply in
Northern California.

Northern Cali

a demonstrates a great

variety in the types of public and
water and power to our c

zens.

entities that provide
SMUD is the largest

publicly-owned utility in Northern Cali

, and is the key of

maintaining that diversity.
I believe that the divers

and the healthy competition

that it sustains are extremely valuab

This is "Public Power

Week," a fitting time to explore a set of circumstances which
have the potential for fundamental

the relationship

between public and private power

California.

There are a number of the

•

proposal appears quite attractive.
however.

reasons why the
Appearances can be deceiving,

Both SMUD and PG&E are to be commended for beginning a

prudent and dignified process for

issues.

This

hearing will, I hope, contribute to the process of clarifying the
options available to SMUD and its customer owners, and will
enable the state legislature to exert it influence where it will
have maximum effect for the long-term public good.

It is apparent that

has

Seco

negated some of the eocnomic

oys as a

utility -- the low interest rates
and

service areas; the access to
federally subsidized power.

SMUD rates

steadily at the time when rates

all

in California have been stable or

utilities
and all

1

energy

prices have been falling.

these

developments has sapped SMUD's

1

credibility, as well as its f

s.

This trend can be reversed

i

and operates reliably for a

f

restart is extremely uncertain

Seco is restarted
several

However,

to

ballot measure on permament closure

concerns

with nuclear reactors of the

Seco

will hear from the Nuclear

We
SMUD

must do to comply with its 1

restart the

Ranch. We will also hear from

an

immediate shutdown.
PG&E has the size and f
substantial write-off that c

to withstand a

1

of Rancho Seco

represent. Sheer bigness may be a
notwithstanding PG&E's record

Canyon.

PG&E is a critical p

f issues vital to

SMUD.

The timing of Rancho Seco clo

2

s

up

with PG&E's lawsuit over failure to develiver capacity and energy
from the Ranch. PG&E controls the transmission access to SMUD
over which the substantial offers of new low-cost power would be
transmitted.

PG&E's actions in this regard may be prudent from

the standpoint of PG&E and its customers. Whether it is in the
best interest of the state as a whole is another matter, which we
hope to explore.
Finally, the customers have been heard through news
reports and polls.

We will hear publicly from customer

representatives who have been involved for some time with these
issues.
Our first witness this morning will be Howard Golub, the
General Counsel from PG&E, and instead of Cliff Wilcox, we will
have John Kehoe from the SMUD board.

So, if you two would come

forward at this time, we will hear your opening statements.
MR. HOWARD GOLUB:

Thank you for the invitation to speak

on this important subject.
CHAIRWOMAN MOORE:
with us.

Let me introduce the members we have

We have Richard Polanco from Los Angeles area who has

considerable interest in this area.

Nolan Frizzelle from the

Orange County portion of the state.
MR. GOLUB:

As you have observed on September 3, Mr.

Clark, our Chief Executive Officer, sent a letter to SMUD in
response to a request from SMUD for proposals concerning the
ownership of the Rancho Seco Nuclear Power Plant.
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SMUD had put

out a formal written request
situation.

sals

that
1 as

It stated in that

SMUD will entertain a

11 consider such

proposals in a timely fashion.

we were

I

contacted by a consultant for SMUD

us to make

far-reaching and nontraditional

s

of our review.

In response to that
3rd went out.

lows:

of September

Our analysis

issues fac

SMUD did require an innovative

, which

was best achieved by a consolidation of SMUD's e
operations with PG&E's gas

Sacramento area.

Our analysis indicated a consol

f

systems will result in major

s to

PG&E and SMUD
the customers of

PG&E and the customers of SMUD.
Now, SMUD faces a

of cr

ssues.

me briefly list them, because I

And, let

ld be more

comprehensible with an understand

o

They

have these situations they have to
rising customer rates.

I

bel

there has been a 84% increase
the very substantial cost of re

Seco

facing specifically financial and
Rancho Seco.

I want to emphasize on

conclusion, their own perspectus to the f
indicates that as well.

They are faced

4

are
at

's not just my

rating.

Currently their credit rating, I believe, is at the

bottom of the spectrum that would
purchases.

11 permit

They have had an

senior management.

stment grade

high turnover

their

They have a major contractual liability to

PG&E to purchase power and capacity under our existing contract.
They have a need for future resources to serve the longer-term
electric energy needs of the people in the Sacramento area.
When we reviewed the matter and laid out these issues
and thought what they were, we realized we are the ideal partner
to resolve these difficulties.

PG&E has a large and diverse

resource mix which is capable reliably meeting electric energy
needs of the Sacramento area today and well into
without the need for major resource additions.
capability right now.

future
We have that

PG&E is an experienced and substantial

electric utility with permanent commitment to the
northern/central California area,

s

have been in Sacramento for a long time.

and

We

In fact, we originally

brought electricity to the Sacramento area.
commitment to this area.

economy.

We have a real

We have the equipment.

We have the

experience, and we have a dedicated workforce located both within

I

the SMUD area and adjacent to the SMUD area.
give us the capability of meeting

These resources
of

customers in

the area.
We have the financial resources to raise the capital
needed to serve the customers of the SMUD area
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We have a

s

sophisticated resource

program to

on the open market,

purchase the lowest cost power

an elaborate

and a centralized power

in

computer program dispatches
the area.

We can always use

the least

re

costs to the system.
Now given these bas

a proposal for

we

consolidation which we

It does

SMUD to

emphasize that we do not propose an
Sacramento

Our proposal assumes concurrence
area.

1 not be a

If that concurrence is not

consolidation.

here

That's a real

Sacramento Bee

Now I know that on

Sacramento area

reported that 53% of the people 1
2

favored accepting the PG&E

In

words of those people who
s is, of

1 were in favor of accepting the PG&

course, a poll not a vote of the
CHAIRWOMAN MOORE:
MR. GOLUB:

16.

The Sacramento Bee

I have a copy with me.

se

I
1

fact I read the article of

is

But, I think the real
We're

significant interest in the
premise that there needs to

a concurrence o

community.
6

on
of the

CHAIRWOMAN MOORE:

One of the beauties of a public power

system is the fact that it is citizen-customer owned, and
therefore would take their approval

But, of course, if they

gave that approval it would be the last time they would have that
kind of control over what's happening.
MR. GOLUB:

I probably shouldn't endeavor to disagree

with you, but I would take a look at that issue.

•

Actually that's

not quite correct, because in any area that we serve, the people
of the community always have the ability to municipalize the area
if they think it is in their best interest.
from time to time.

That's the truth

The people always reserve the right to make

the erection from an investor-owned service to .•.
CHAIRWOMAN MOORE:

Let's

another way so you don't

have to disagree with me so we can be accurate.

When was the

last time that occurred?
MR. GOLUB:

There has been ballot measures that were

defeated on the merits.

I think we have a good program.

CHAIRWOMAN MOORE:

So, there's never been an instance

when that occurred?
MR. GOLUB:

No.

CHAIRWOMAN MOORE:

Let me take a moment and introduce a

couple of members who have joined us.

We have Assemblyman

Richard Longshore, Vice Chairman Cathie Wright and we have been
joined by Lloyd Connelly who represents the area.
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MR. GOLUB:

Perhaps I

lf.

re

I'm

Gas & Electric

Howard Golub, and I'm General
Company.

the

sed on

Our proposal is
people will have to concur in

if

presented it in that spirit.

s are

Now, the

s -- so you really

variable, but the key points
-- we wou

understand what we are sugge
SMUD's facilities.

We have

is to go

1 of

at

The restart

Seco would be
PG&E would

terminated and the plant would be closed
assume the very large cost of
the tangible difficulties of

._ VW.HI< .I.

ss

rates

PG&E would freeze electr

several years.

adversely affected by this.

and $2

11

the area
would

That's the rates to the consumers

assure SMUD employees job secur

1

the

I

between $1.

decommissioning costs are e
billion.

and

ss

so

t

We also would

account the

pending lawsuit existing where PG&E is

s we

rendered and we wish to be

into

account, and would not end up

an

SMUD ratepayers as may well be the case
litigation goes all the way to cone
large sum of money.

1 cost to the

the event
we

So, that would be another e

take off the SMUD consumer.

8

recover a
we would

CHAIRWOMAN MOORE:

You are g

me a list of

advantages to the SMUD customer
place.

So

we are c

s consolidation take

on

the advantages

to be let's sort of keep of

ist

First, you're

saying ...
MR. GOLUB:

We would

arguing it was all benefits.

the facilities.

I was just trying to describe it.

The first is we would

all of the

evaluation would have to be, obvious
agreeable to both parties.

facil

, arr

s.

An

at that was

Secondly, we would terminate the

restart program at Rancho Seco and we
permanently.

I wasn't

close the plant

Third, PG&E would assume the costs and the

difficulties of decommissioning the

I

should explain

that's a cost and a difficulty that has to be borne either by
SMUD if restart the plant or not,
process of lifecyc
that.

se

's part of the

of the nuc

We would assume

Fourth, we would freeze e

rates

the area for

several years.
CHAIRWOMAN MOORE:
assuming the costs.
MR. GOLUB:

Let's k

of

with your

Tell me what that means?
Well, the pr

representatives in the

Nuclear Regulatory Commission cou
technical and precise answer,

you a more
bas

ly,

have to deal

with the fact that you have a plant that has been using
radioactive materials.

You have to dispose of those materials in

9

a safe way.

The Nuclear Regulatory Commission has its own

regulations as to how that is to be

It involves a lot of

safeguards and a lot of expense.
CHAIRWOMAN MOORE:
MR. GOLUB:

You gave me a $1.5 billion figure.

$1.5 to $2 bil

CHAIRWOMAN MOORE:

All right.

That's the projection.

That's over the years kind of projection.

In today's dollars,

give me those figures?
MR. GOLUB:

In today's dollars

I

it is

approximately $250 million present value.
I'd say between $250 to $280 million

If you prefer a range,

sent

lars.

If you put

the dollars on the table today.
CHAIRWOMAN MOORE:

Mr. Frizzel

ASSEMBLYMAN NOLAN FRIZZELLE:
potential value or lack of value of

We j

right over the

nuc

power facility.

We're going on the assumption that you
particular value currently, liabil

's of any

't
or an asset?

The only
s have paid a

advantage it has been in the
substantially less for their power

was

most other places in Northern California?
MR. GOLUB:

The economics of a nuc
If it is

heavily driven by its availabil

powerplant are
all the

time it can be very helpful.
ASSEMBLYMAN FRIZZELLE:

That's not what I was getting to

as far as the question is concerned.

10

or not that

the

facility, in your opinion, is not

to put it shape

to operate?
MR. GOLUB:
analysis.

We looked

at

i

question in our

Our conclusion was that from PG&E's economic

perspective and the perspective of what we can do, it did not
make sense to continue the restart effort or to keep that plant
in operation.
ASSEMBLYMAN FRIZZELLE:

I want to s

there because

of the fact the PUC is going to make some decision regarding the
rates.

your rates to a

You say that you are going to

even though the PUC

certain level for a certain period of

essentially establishes what appropriate and what's not
appropriate?

If the nuclear facil

were brought on line at

whatever cost that may be and could be operated on basis of some
for nuclear

effectiveness or efficiency such that the
generation (which is far greater

any

source as far as

the per-unit cost of furnishing the power), is
would approve, not including operating
or more than what it would be using

rate that PUC

nuclear facility, less
means of generating

power?
MR. GOLUB:

You're speaking as to

s plant now?

Not

comparing all nuclear plants?
ASSEMBLYMAN FRIZZELLE:

Yes,

would cost to

repair it and put it on line with your great management

abilities?

11

lv1R. GOLUB:

But we

I

we

looked at precisely at the

Seco

would far

estimated that
and continue to

sources

are available to us.

Our
less than

incremental cost are

that

plant and keeping it
ourselves.

se

We looked at

other resources avai

to

efforts here.
ASSEMBLYMAN FRIZZELLE:

once it was on 1

, once

capabilities into

over

fifteen years, would
MR. GOLUB:

l

We do

basis as we call

z

We do

CHAIRWOMAN MOORE:

Frizzelle as we go a

we

The considerations that SMUD
of PG&E.

So, they are

Maybe you ought to ta
about your
when you do

ff, and
and

l

s

things that would be a
picture of what the

f

s

Also, we have been

Senator

j~LHC.~

s area

Senator John Garamendi, both
MR. GOLUB:
Golub.

Greene and

I'll

I'm Howard

lf

I'm general counsel from PG&E.
CHAIRWOMAN MOORE:
MR. GOLUB:

what's going on here.
available to us.

Mrs. Wr

The perspectives of PG&E and SMUD effects
We looked to

We have

resources which are

resources than

cost of Rancho Seco over a long

Now, if SMUD

of

were continue to operate as an

system, they would

have to look at their alternative to see

Seco is

But I can tell you we have the

cheaper than their alternatives
cheaper alternative than

's

Seco.

our proposal
to close the

we proposed to terminate the restart
plant.

There are more economic sources.

Our incremantal cost of
power is about

power, so the extra cost to us
2,¢.

I will leave it to SMUD to

they think it would cost.

We

of what
our own ca

But I

think I can tell you pretty much anyone s ca

•

projected

would be

significantly in excess of that .
CHAIRWOMAN MOORE:

Those sources

them available to SMUD at that cost.

, you don't make

Mr. Connel

has a question

for you too.
ASSEMBLYWOMAN CATHIE WRIGHT:

I pick up on your point

where you said PG&E will assume the cost whether you close Rancho

13

Seco or continue Rancho Seco.

Who is

to bear
the PG&E area?

Is it going to be all the ratepayers
you are going to freeze the rates
is it going to be the stockho

cost?
You said
or

as
s?

is

that

to

cost?
MR. GOLUB:
costs?

We're ta

about

Those costs will be

will have to deal with.

of

The

s

we

over a

out

st

what else you're paying for, what you're
you're getting to see some of the net
of that is said and done

-- and

all

is

the Public Utilities Comiss

of

11

the net price -- if I can use that

se -- we
to our

included in our ratebase to be ult

on

customers over a long period of

too

personal experience in the hearing room
much, the Public Utilities Commiss

to

s.

include it in the ratebase.
The regulatory oversight is
CHAIRWOMAN WRIGHT:

the
So

some

ratepayers outside of the SMUD area wou
MR. GOLUB:

Not if we

?

too

works as it suppose to, we wou

t

too much, that would be a cost borne
our customers.
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too

i

our

s, not by

we

ASSEMBLYWOMAN RICHARD LONGSHORE:

Your alternatives on

costs, as far as deciding to close Rancho Seco is concerned, what
elements went into the figuring

cost of

Rancho

Seco?
MR. GOLUB:

We had several things.

We have some

estimates that the SMUD people have done of which we did some
analysis. We also put our own view on what we

•

and developed that.

it would be

There is a lot of judgment there .

ASSEMBLYMAN LONGSHORE:

Any speci

elements of cost

which pushed it over?
MR. GOLUB:

Well, sort of an aggregation.

is the restart cost which need not be
decision is made not to proceed.

One big cost

at all if the

That's money that hasn't yet

been spent that could just be saved for everyone involved.
addition, you have to look to the

In

operating and maintenance

costs and we did not in that analysis even
decommissioning costs, which are enormous.

the
We just made our

analysis of their operations.
ASSEMBLYMAN LONGSHORE:

I'm not sure that you answered

my question?
MR. GOLUB:

Let me try again.

are many elements.

We sat down, our technical people sat down

how much

would it really cost to get Rancho Seco back onl

and operate

it for a period of basically over 20 years, I think, what they
used.

There are many elements that go into that.
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One is what's

the cost of restart?
particular plant?

cost to

How much does

that

You have to

availability of the plant.

11

a

s very

time or a small amount of time.
severely.

What would it cost to have
of any

That's another important issue.

is out

utility has to have a backup, in case
reason. You have to purchase
your own system.

i

Seco,

When SMUD chose to

stem of

a strategy of building a very large
size.
large.

It's a relatively good size.
That means they have to

event that plant is out.

some

p

is
the

a source

So,

's a cost

ASSEMBLYMAN LONGSHORE:
You said you have alternatives.
MR. GOLUB:
SMUD doesn't.

Of course, PG&

ha
out how

If you trying to f

you are

have to pay in the next 20
taking into account they have to

from PG&E
amount.

or some other utility, and have to
All of these elements were factored
would cost to operate the plant.
notion of some write-offs.

to

What was

out
there was

We're just

analysis of how much it costs to

s
ants

and operating compared to other
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restarted
It s that

of

an analysis.

I don't have a lot of the details with me.

We can

provide it.
CHAIRWOMAN MOORE:

Mr. Connel

ASSEMBLYMAN LLOYD CONNELLY:
make an observation.

Mr. Golub, first I want to

I guess everyone knows this.

As I

understand the law, the State Legislature would not have to
necessarily change the law in order to allow this acquisition of
assets to occur.

I think Ms. Moore was extremely wise in call

this hearing, because it may well be an example of what's
happening here to justify some change

either with regard

to criteria for change or transfer or just something else.

As I

understand it, nothing we have to say about it today specifically
stops you.
I wanted to focus on the engineering study.
CHAIRWOMAN MOORE:

There could be, Mr. Connelly.

Maybe

I should take you through some of the things.
ASSEMBLYMAN CONNELLY:

Maybe you should do that.

had a brief chat with the
be an

Cou

on that.

you

I don't pretend to

me just a 1

getting electricity at 2;¢ per kilowatt.

I just

bit?

You're

Is that what you do

now?
MR. GOLUB:

That's our incremental cost.

The next

lowatt hour.
ASSEMBLYMAN CONNELLY:
MR. GOLUB:

Right.

Does that include Diablo?

The incremental cost ...
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ASSEMBLY!~N

12~¢.

is 1

CONNELLY:

Am I wrong?

MR. GOLUB:

I understand the figure at Diablo

I may very well be.

data

you that number.

've

is incorrect, and I'll

There are several numbers you can look at

to compare with Rancho Seco.

Incremental costs I would suggest

is probably the most relevant one.

What is our extra costs of

getting the next kilowatt hour to deliver to the customer?

's

2~¢.

Our system average cost, if you took all of our

operating facilities and average all the costs together, that's
5.4¢
ASSEMBLYMAN CONNELLY:
MR. GOLUB:
Diablo cost.

Does that include Diablo?

That includes -- yes.

That includes the

I was looking at the footnote here to check that.

Diablo itself has it own costs.
you're not averaging.

If you isolate a given plant

That's not a whole lot above our system

actually.
ASSEMBLYMAN CONNELLY:
Rancho Seco
so

You did an engineering analysis

on
was

MR. GOLUB:

and likely running pattern and
kilowatt cost there?

I

to emphasize what we did was a
the outside.

1

What we were hoping to do is

to start a process so we can get at real hard numbers.
an
would

are

of

But, to

, I hesitate to be to firm.
looking at about 7¢.
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I

ASSEMBLYMAN CONNELLY:
notice your advocate is here.
What is that figure?

Is that an engineering study?

I

I got the 12'¢ figure from him.

Do you

1?

lection is

the

figure with Diablo is substantially higher than 5!.
CHAIRWOMAN MOORE:

Mr. Connelly, that sounds like the

Diablo figure not being averaged.

What he's done here, the

figure that you're getting is one averaging all their sources

•

which may be some hydroelectric plants, which are no costs and
some of the others.
MR. GOLUB:
lower than that.

But strictly just Diablo would be the 12¢.
I'd like to check, because my numbers are a
Although we are not proposing to sell ....

ASSEMBLYMAN CONNELLY:

Excuse me.

That a fairly

substantiative issue to me, at least from my perspective.

I

thought the system average figure including Diablo was 12;¢.

Did

I misunderstand you?
MR. GOLUB: I think there was a misunderstanding.

I will

recheck the figure.
ASSEMBLYMAN CONNELLY:

My understanding if you're just

talking exclusively about the cost of electricity produced by

•

Diablo that it is in the neighborhood of 12¢.
average including Diablo is in the rate

5¢?

System-wide
Got it.

In the

engineering analysis, I understand, it was preliminary and all
the usual cautionary words -- 7¢ for Rancho Seco or in that
range.
MR. GOLUB:

Roughly.
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ASSEMBLYMAN CONNELLY:

Have you made that available to

SMUD?
MR. GOLUB:

No

't

I

has been asked for.

we want to do very much •••
ASSEMBLYMAN CONNELLY:

Could I ask you to make that

to SMUD and the Sacramento community so that we could
evaluate and compare, because our figure is substantially lower.
we

the opportunity to look at it -- you say it is

7¢ and we

is 4¢ and compare that difference.

is

quite candidly in terms of our decision for

cruc

options as well.
1

Because that

It seems to me the Board --

and I would

as a citizen to know why there is almost a 75% variation in
projection of cost per kilowatt with Rancho Seco versus our

projections.

We're making some pretty important decisions, one

of which is spending $20 million a month to crank that puppy up
based on an assumption that it operates at 4¢ a kilowatt.

Can I

just ask that you make that engineering report available to us?
MR. GOLUB:

Well the report was very preliminary.

v..ve cou

available, leave with the
basic information.
me

and argue about it.

cone
' t have to

I

hesitate

ly isn't a kind of formal

want to s
bas

I

We

our cost was so much below theirs, we
f

points.

Once we knew that our

1 cost is 2!¢, that's what we're really comparing.
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What's the cost to us of our next resource compared to the cost
of operating this plant?

If you assume 5¢ for Rancho Seco,

still twice our incremental

I

I'm just suggesting we did it

We never

a

to

publicize it or make an issue of it.
ASSEMBLYMAN CONNELLY:
this a little bit.

just want to nail you down on

I

This in some respect silhouettes the issue

between private and public.

The

would make a freedom of

information demand if they start
report.

hesitant and we get the

If it is private, we

to

a

bit

I'm willing to do that because I think that report is that
important.

Would you actually give

document that your

engineers prepared so that our folks can look it and we can look
at it as well to see why you came up with 7¢ versus our 4¢?
MR. GOLUB:

Mr. Connelly, we

been trying to

the District in a meaningful dialogue on a series of numbers.
Mr. Clark went before the board on

1 -- I don't think

urged

you're begging and I don't think
be commenced immediate

We

like to do that as part of a board
would be that.
wants to come down.

I

I

to meet with whoever

We will be
The thing

to do

I

want to emphasize, though, we

didn't want to attack the economic

s done by SMUD on

s

particular matter, because from our perspective, it is not what
we are involved in.
al

We were simply

s.
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to analyze the best

ASSEMBLYMAN CONNELLY:

I think SMUD ought to look at

proposal with a tough eye, and consider which is the best
one

I'm

r

now we're going to be selling

$130 million of bonds in the next week, a good portion of which
is go toward the $20 million a month to put Rancho Seco back
onl

, and if you have a preliminary report that says it is 7¢ a

lowatt instead of 4¢ a kilowatt, John ought to look at that.
He

to

difference.

his people some questions as to why there's a
It may well be your work was done hastily or
But we're making dec

11

ions right now that are costing

of dollars, or SMUD is, on an assumption that it is 4¢.

It sets a variation there.

It is a big one.

If you can make

available to us, that would help us not only in terms of
ultimately evaluating your proposal, but also helping us in the
decisions we're making quite candidly in the next 30 to 90 days.
MR. GOLUB:

Yes, I would like that to be a mutual

exchange of information.
As

If we could do that, I would like to.

as we can
, we

1

into
to

CHAIRWOMAN MOORE:
s

and

and have an honest exchange of

Before we get into that, I think

, but I think we're comparing apples with oranges
other things.

I want to go back to where we started in

to get some understanding of the economics.
perceptions.

There is a

I haven't heard the 4¢ figure for a

I don't know where
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carne from unless it is

based on some assumptions that are not
SMUD gets its opportunity to
that.

ly there.

So when

its presentation, we can go

We have a

want to

don't want to spend too much

so we

't

s we
ss hearing

everyone.
Could you kindly go

have been tying down

economics, to where you are

re

to

ffs and some

of the other kinds of things.
MR. GOLUB:

This economic analysis looks on the real

s of the plant.

ffs have not

part of

sis .

•

CHAIRWOMAN MOORE:

's no consideration of any kind

of write-off, any kind of deal?

PG&E would get over the

long run?
MR. GOLUB:

Not at

numbers

I

was talking about is

what I'm saying.
CHAIRWOMAN MOORE:
I'm

with
to be
f

make

I'm not

overall

those numbers
1 to close down Rancho Seco

on an as

there be some

and some
to your

be in it that
to c

MR. GOLUB:

To the extent

are write-offs,

would be a disadvantage that
shareholders.

the company s

That's not an

disadvantage to us to

to us

extent
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That's a

would be any.

CHAIRWOMAN MOORE:
being an advantage.
and

Let's go back to the write-offs not

To the extent that you deal with the costs
out over

's not an

advantage to you?
MR. GOLUB:

I thought you were saying write-off would

mean that it was not an item that wou
the ratebase.

That's what a

probably be included in
f ordinary means, which

means my shareholders would absorb
CHAIRWOMAN MOORE:
MR. GOLUB:

Not necessarily.

Maybe it's just terminology.

To the extent

is a proper part of the price to pay, a reasonable part of
price to pay.
CHAIRWOMAN MOORE:

I would assume you wouldn't make it

if it wasn't the reasonable part of the price to pay.
MR. GOLUB:

I'm assuming

too.

If it was a reasonable

price and the Public Utilities Commission said to include it,
then it would be included in our

amortized over a

of time.
CHAIRWOMAN MOORE:

Is

in your

that would not be a part,
of
That
to c

offer, wouldn't that

you

as

be part of
off,

to pay, and if you had

would
of time?

made that offer?

over the ratebase over an
Wou

from ratepayers?
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MR. GOLUB:

Historical

,

lity paid, what I

the acquisition of another

, too much of a premium
1

, if the

Publ

ss

s

not

low

that to be included in the

are a long set of

cases on it.

issue.

It's not really controvers

CHAIRWOMAN MOORE:
too much.

We're not

about you

We're assuming you are
MR. GOLUB:

to pay the right price.

Then there

CHAIRWOMAN MOORE:

11 not be any write-off.

If you c

down, then there

be.
MR. GOLUB:

•

Maybe terminology .

ASSEMBLYMAN LONGSHORE:

Madam

, I have a question,

if I may.
CHAIRWOMAN MOORE:

All right, go ahead.

ASSEMBLYMAN LONGSHORE:

We talk about incremental

that next kilowatt that you buy, making the assumption that next
will be available.

Without

Seco

would

lity over time?
MR. GOLUB:
must

You re

you say

lude an analysis of

Over

MR. GOLUB:

We

PG&E generating

Over time.
tern r

power at low cost.

, and we d

1

ASSEMBLYMAN LONGSHORE:

now.

s
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ficant resources

We have access to

You can af

on the spot market if you have a

you

to buy low cost
reliable system to

it up.
avai

You can't always depend on spot power being
We have that

mix which is a large stable base

we can

f

Northwest, Southern Cali

son and other utilities.

This

a very conventional sort of thing.
ASSEMBLYMAN LONGSHORE:

The problems on the east coast I

wouldn't want to create on the west coast by not having in the
an incremental amount to
MR. GOLUB:

I agree.

sfy the need.
The analysis we did indicates that

is not needed for reliability

users in the area.

One of the toughest decisions, I think, businesses face is at
point
very

stop pursuing the investment you've made.
ision.

also

But there is a point in some
to be made.

stments where that judgment
SMUD should do.

'sa hard one and it is

Psychologically

to determine that point.

We're

It's a

We're not saying

if we were to consolidate with

, it makes more economic sense to terminate the
not

more

CHAIRWOMAN MOORE
sl

I

eventual

I'm

to

11 think I'm r
and

offset

the write-off
I think you would
some other things.

We

are playing a semantics game
MR. GOLUB:

Maybe I can

It's not

re
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to

CHAIRWOMAN MOORE:

Some of the liabilities

are

connected with closing the Ranch for SMUD are not
including your own lawsuit against them

to

1

transmit, we are talking $250 million that SMUD wou
at that you don't have to face in closing.

That has to be a

consideration you would have that they don't
hope would be that we would

•

able to

why it is easier for you to come

What
a c

ar

and say c

I

real

s

, as

SMUD's inability ...
MR. GOLUB:

The basic answer is we have other resources

available to us that are cheaper than the projected cost of
plant.

They have analysis

their per

tive of

resources they have available.
CHAIRWOMAN MOORE:

I think

are the
here, so

we would be able to sort of set
clear the decision is not as easy as
that SMUD could make the same k
SENATOR LEROY GREENE:

Proj

wou

would l

of decision.

become
to see --

Senator Greene?

You

next

hour the cost to PG&E is 2'¢
MR. GOLUB:

of

lowatt

?
over a levelized 20 year

Yes s
SENATOR GREENE:
the line for

You

2~¢,

create no

what it would cost to del
customer.

next custome

p
f

to
hour to

Is that accurate?
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that s

MR. GOLUB:

Yes sir, I think that's correct.

SENATOR GREENE:

In other words, you would be delivering

power at cost, at what it cost you to produce it, and there would
be nothing for your shareholder in that 2!¢.
MR. GOLUB:

Is that correct?

That's right, because your fixed costs are

already covered in the basic ...
SENATOR GREENE:

On the other hand what you seem to be

guaranteeing the SMUD ratepayer is something like 7¢ per
hour.
MR. GOLUB:

I have to check the number.

You mean the

rate freeze?
SENATOR GREENE:

Your rate freeze, presuming that it

includes the 8% that came up October 1, that put you at, plus or
minus, 7¢, I believe.
MR. GOLUB:

Is that correct?
Yes.

SENATOR GREENE:

So what you are saying then is that you

can deliver to SMUD at your cost of
customer 7¢.

Just about 7¢?

2~¢

and charge the SMUD

Now that logic is illogical or whatever.

When that

comes up tell me what's wrong with my thinking.
MR. GOLUB:

I wish we were in that strong of a position,

because I would then think the hearings would be relatively short
if we had that strong a gap between the two.
that cost of producing power.

You have to realize

That's the number comprobable to

the electron at the Rancho Seco powerplant.

You have to get that

from Rancho Seco or from whereever to the customer.
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You have

facilities to get it to the customer, transmission, but also, I
think probably here pretty important, distribution.
electric lines running down the street.

All the

You have to have

to maintain it, to repair it in the storm, and go out
middle of the night.

You have to have people to read the meters

and prepare the bills.

All those things.

that I was comparing at either 7¢ or
comparable numbers.

the

2~¢,

So, the cost of
both of those are

That's the electron when it leaves the

powerplant, if you will or where you purchase it.
to add in other costs.

Then you have

If we can deliver a product at prices

radically below SMUD rates, this is something that would be
interesting in pursuing ourselves.
SENATOR GREENE:
the SMUD lost is.

How do we see that until we see what

When we see that PG&E says' folks we will

guarantee that rate and lower than that rate for an
indeterminate, unspecified period of time?

I don't know whether

that is weeks, months, years or what it is, and I don't
can tell me.
MR. GOLUB:
we didn't

Well, we said several years.

The reason

a number on the years, because we think that s

of the total package to be developed.
SENATOR GREENE:

I can understand that.

years.
MR. GOLUB:

Yes sir.

29

You are ta

you

SENATOR GREENE:

Let me ask you this question.

What is

an average rate, let's say, that you're charging some household
customer in your system in some other town as it would compare to
that rate of three or four years ago?
MR. GOLUB:

Our rates have gone down a bit in the last

two years.
SENATOR GREENE:
MR. GOLUB:

In the last two years?

Yes sir.

SENATOR GREENE:

We have shifted from ...

Because of the lower price of oil or

you shifted away from oil?
MR. GOLUB:

Well, primarily, we shifted away, although

the lower cost would help if we were still burning it.
SENATOR GREENE:

You shifted away from oil and at

Diablo, it cost you more than your oil fire plants?
MR. GOLUB:
lower.

No.

The operating costs at Diablo are a lot

The capitol costs are higher.
SENATOR GREENE:
MR. GOLUB:

That's your problem with Diablo?

Well, with either a hydroelectric,

geothermal or nuclear powerplant, your dollars are fixed.
fuels are relatively inexpensive or free if it's water.

Your
vJith an

old fossil fuel plant, your capital costs aren't as great, but
your operating costs are high.
SENATOR GREENE:
MR. GOLUB:

Thank you Madam Chairwoman.

Do you want me to go ahead with the other

points in the proposal?
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CHAIRWOMAN MOORE:

We were kind of check-listing the

things that you thought were an advantage.

Why don't you sum

those up in three minutes for me?
MR. GOLUB:

Point three was decommissioning.

Point

was we would freeze electric rates in the area for several years.
CHAIRWOMAN MOORE:

One comment on freezing rates, as

Senator Greene was pointing out, you are freezing rates at an al
time high for SMUD.
concern.

I think that has to cause some cons

As you also point out it is for an indeterminate period

of time.

•

MR. GOLUB:

SMUD is projecting a 37% increase in rates

in the next year or two.
attractive.

So, I think that proposal would be

Fundamentally, I think, all of this is a thing that

has to be evaluated.

If it doesn't make sense to the people of

the area then they are not going to accept it.

That's the

fundamental point.
CHAIRWOMAN MOORE:

That's why I'm raising a few

questions as you move along.
MR. GOLUB:

The fact is we would freeze electric rates

in the area for several years.
assured job security.

The SMUD employees would be

Governmental entities in the area

receive, we estimate, approximately $15 million in addit
and franchise payments every year.

That's just money they don't

get today that they would be getting.
which

As I said our lawsuit,

a very large contingent liability for SMUD, would
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1 tax

resolved as part of this in the total transaction of the benefits
to each party.

The SMUD ratepayers would not have to face that

in their rates, which would be, I think, what they have to face
if PG&E prevails and gets a large judgment against SMUD.

We

would eliminate that additional upward pressure on their rates by
settling the case as part of the transaction.
CHAIRWOMAN MOORE:

Your ability to do that is also one

of the reasons SMUD can't just close down Rancho Seco, because
they wouldn't have the ability to provide the capacity required
under your contract?
MR. GOLUB:

I disagree.

Let me explain our position.

In litigation our position would be they failed to operate that
plant in a proper way and resulted in a shutdown and they didn't
bring it back up in a reasonable time period, which made us
support their system.

That's what our damages are for all that

period.
CHAIRWOMAN MOORE:

Of course, that's going to be a

lawsuit that is going to be decided, but they are going to come
back and tell you they have been spending $20 million a month
doing everything that the NRC has been telling them to do.
are going to come back and make those arguments.

They

That's all what

the court and the judge is going to have to decide.
MR. GOLUB:

I quite agree, but the point is that is past

liability and doesn't go with the question of shutting the plant
down in the future.

As to the future, our position would be that

if SMUD wanted to close down the plant ...
32

CHAIRWOMAN MOORE:
again.

We're going to play sematic games

Would it not make your hands stronger in the court if

came to be that they had closed down their source of the power
that they were supposed to be supply to you?
MR. GOLUB:

It doesn't make my hand stronger.

my damages greater and I want to be compensated.

It makes

There are

alternative techniques if they wanted to explore that.
could choose not to be as dependent upon us, so I don't have to
charge them.

That's one solution.

Another solution would be

replacement capacity for other sources.

There are other sources

There are other solutions, but those have not been explored.
CHAIRtvOMAN MOORE:

There would also be the transmiss

for SMUD to make transmission available for some cheaper sources
to come.
MR. GOLUB:

The transmission of the economy enery

not provide a firm source of power.
of the problem.

That doesn't solve this part

This part of the problem hinges on firm power as

opposed to economy energy.
CHAIRWOMAN MOORE:

•

You're telling me they couldn't

out and contract and maybe give the support to you at a lower
rate?
MR. GOLUB:

If they had a firm transmission

was available and they have a firm source of power, that is a
it can be done.

Yes.
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is

are

We

Now, the key point I'd like to make in trying to wrap
this up is, that the way to proceed here is to look into these
questions, and they are difficult questions, in a business-1
way, with the SMUD representatives meeting with ours to discuss
the economics of all these things.
that are raised.

These are all valid questions

I can't, in this time frame, go through each

and prove each point.
process should address.

But, that's a point the negotiation
That's why we want to proceed.

October 1, Mr. Clark made a very strong pitch for that.
that that be done.

On
He asked

We would like to see a process begin

immediately to evaluate the facilities, which is a key part of
this whole debate, looking at the other economic questions in a
real serious way, and not to run a delay.

We observe there is a

lot of money being spent in the restart effort.

If the decision

is later made that our proposal is the right one and should be
accepted by the people of the area that's wasted money.
be a shame to have that occur.

It would

So, we urge that kind of dialogue

early on.
Finally, I would just like to say I think our proposal

•

should be evaluated on the basis of its own merits and not
distorted by this public power/investor-owned sloganeering.

I

don't think that really has anything to do with the real interest
of anyone.

I think they should look at the economics to see if

it makes sense to the consumers involved for their system and our
system, and analyze it on that basis.
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We think if it is analyzed

on that basis it would be found to be very attractive and very
reasonable.
CHAIRWOMAN MOORE:

Are you saying PG&E doesn't 1

competition?
MR. GOLUB:

I'm not saying that at all.

I'm saying

in a competitive environment, actually if you want to put
point on it, competitive, I assume means, you have a free
by the consumer.

In this case, the SMUD consumer.

If he see

a

better alternative, he should take it, and the economic system
works better, because it keeps the efficiencies going forward
the competitive process.

Some people seem to be suggesting

government-owned utilities should be immunized from this kind of
7I~

competitive challenge.
you want to foster.
competitive challenge.
time.

They should not be.

Investor-owned utilities face that
There are annexations that occur all the

SMUD on occasion annexes parts of the system of the area

we serve.

No one views that as somehow anticompetitive.

used as part of the natural process
process only makes sense when

dec

to present to

s have

That's what's real

s competition.

is about, not bui

But, I don't really think you re
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voters
even

-- the opportunity to

some kind of rule guaranteeing someone special treatment.
de

the

That's to say

we have to present to the voters, annexat

though I'm not so sure we a

It is

I would suggest to

works fairly.

both entities have the
at

This is exactly what

about competition here.

You're

ly about the

reali

which we

opportunity these people have to look at a
think makes a lot of sense.
CHAIRWOMAN MOORE:

have the last

I'm going to

word.
MR. GOLUB:

I think my last word will be thank you.

CHAIRWOMAN MOORE:

Senator John Garamendi?

SENATOR JOHN GARAMENDI:
hearing.

Thank you

It is certainly important to

for taking the time to do it.

s area

are not at this

You don't have access to information and

preliminary.

Repeatedly in your tes

for a dialogue to take place.
MR. GOLUB:

Not yet.

thank you

The details of your proposal are

not fully understood and I understand
point.

for the

is

here,

asked

Is that now
We would 1

?
to start

immediately.
MR. JOHN KEHOE:

Let me state that the SMUD board in

response ...
CHAIRWOMAN MOORE:

Please identi

yourself for the

record.

I

MR. KEHOE:

I'm John Kehoe

board in a few minutes.

I'll

sent the SMUD

But the SMUD board at the meeting on

October 1 recognizing that in any negotiating process,
factfinding must progress, has designated Frank Hahn as the
leader of our team.

He currently is
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of his team

to meet with

PG&E

soon.
ls be

imperative

is

But we
as

as

poss
MR. GOLUB:

At

SMUD

I

were a variety of views expressed.
reasons.

I

the

Mr.

, some

heard what was said

some

board members wanted Mr. Hahn to get
preliminary decis

Some

outside attorneys.
general

,

I

Other comments were

the

who has just been

start work and

to
, so I

I'm

familiar.

don't have exact language, but

,

we left the
would be in touch.
yet occurred.

I

. Hahn

was

When I

of

I

t

11 occur soon

SENATOR GARAMENDI:
point.

As

I m

It seems to me that

to

is

of

the Sacramento area
evaluated and all

be

evaluated by
presentation, I'd 1

Mr.
some

to

not only with regard to PG&E,

sources.

Thank you.
CHAIRWOMAN MOORE:

s also,

Mr. Kehoe.
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MR. KEHOE:
of this committee.

Good morning, Chairwoman Moore and members
My name is John Kehoe.

board of directors of the Sacramento
District.

I am a member of the
ipal

lities

I too want to add my thanks to you and to this

committee for taking the time and interest in this key subject.
I think the consolidation proposal which Mr. Clark made
in his letter of September 3 presents a very radical change, not

•

only for Sacramento, but for the
statewide and even nationally.

re

1

This committee's calling this

hearing within days of Mr. Clark's letter suggests you too share
this valuable perception.
very brief.

My remarks this

are going be

I intend to provide you some

describing the district and what the board of directors sees as
its role in this matter.

I then will

Latham who is the acting general manager

Mr.

lliam

11 provide the

district's current detailed perspective on

idation

idea.
SMUD is a local public agency.
CHAIRWOMAN MOORE:

•

MR. KEHOE:
CHAIRWO~iliN

MR. KEHOE:

You're not

to read

to me?

What's this?
MOORE:

Your statement?

Well, I wanted to give

because I think it is important.

some background

The media looks upon SMUD

locally as a continuing saga of the perils of Pauline.
to go into some perspective from our point of view ...
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I wanted

CHAIRWOMAN MOORE:
us

I

MR

KEHOE

are a couple of

to be made

in this who
years.

4

We were

very

is

1

took

some 24 years to

cost

and
to put the

we

were to be a publ

40

years, we

s

In

course

area.

4

generation source
hydroe
put on line after a number
construction
have been

It i

, we

a

an

is expected to
to the rapid e
district's f

s
the PG&E
with the notor

1944,
rate

s
the area

of

increased the public's concern about the di

to a high

level, and no doubt contributed to PG&E's decision to propose
consolidation at this time.

Now, the

the board has

faced have been very seriously reviewed from
how we deal with them.

standpoint of

We feel that risk reduction -- this is a

concept we've come up with -- is something that should be
carefully considered.

Risk reduction in our definition of this

consists of four different approaches.
fifth, namely consolidation.

Mr. Clark has added a

But nevertheless, the four we have

looked at have had to do with the power
efforts.

supp~y

ic

ion

This is the RFP that resulted in 50 proposals,

totalling over 6 thousand megawatts of potential power, which
taken singularly or in various combinations
different options for the district.
Seco.

many

We have looked at Rancho

The position it occupies in the whole

We have also looked at the poss

lity of a

spectrum.
company being

formed which would take on the assets of

and would

manage them in combination were the other
looking at.

•

These four approaches, plus

s we were
option of

consolidation, are currently what the board is reviewing in the
way of risk reduction.
Now, I would like to bring on Bill Latham for the
technical response I think is vital for your concern.
has served very admirably.

Mr. Latham

I want to take a minute to

acknowledge his long and dedicated service.
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We called upon him

str

to be the
more than a

for

6

He has been

1

know on
general manager.

Mr

f

's
of Mas

currently
Company.

He

leadership of

Bill

Latham
MR.
morning, Madam

I

hear Mr.
SMUD's view of
the context of our
Bas
resources totall
megawatt
nuclear plant, Rancho
geothermal steam e
and are
Northern Cali
megawatt

term

Administration.

Two

the northwest as well

The PG&E agreement has been an
district's resource mix.

part of the

In general terms the contract really

calls for the sharing of the economy of a
associated with Rancho Seco.

plant

PG&E would

from purchasing

SMUD's surplus firm capacity and energy at SMUD's production
costs which are less than PG&E alternatives.
The principal feature of the contract is that the
parties share reserves.

So in the event of an

of either

generation or transmission, the resources of the entire
innerconnected system are available to meet the
systems.

PG&E purchases nearly all

and energy that

are surplus to the district's needs or
the district to operate its resources

of both

This allows
all of

not just its nuclear resources -- at

resources,
capacity factors

so that the cost per kilowatt hour can be held to a minimum.
district's generation is less than

PG&E makes

capacity and energy available on an exchange
district.

The

is to the

The energy that is provided is subject to annual

energy borrowing limits, and if we go beyond those limits, there

•

is a cash payment requirement.

This agreement has been amended

twice, and it expires in December 31, 1989.
The contract states that the

s will attempt to

negotiate a long term interconnection contract.

If that fails,

PG&E is required to file with Federal Energy Regulatory
Commission a new rate schedule under which PG&E will provide the
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district
1989.

s

3 ,

As we

current contract
Cornmiss
The

of

has caused

PG&E to focus
change of
course

has re

notified the di
SMUD as
until Rancho Seco
CHAIRWOMAN
MR. LATHAM

a so

told the district that
Rancho Seco has
believes the current
curtailment

is

very clear on
basis for re-r
district uses
district is
In 1986 the
Energy
The dispute is
with the number, we be

1

Additionally, if SMUD

million in capacity payments are at stake.
1

loses, SMUD must deliver to PG&E
avai

surplus capacity, which SMUD will
months.

The FERC proceeding is now on trial

s of

its offpeak
Washington, D.C.

We have heard about the district's financial rating and
how that has changed, and it certainly has.

Over many years of

extremely strong financial conditions, the

strict held a AA

bond rating.

reported loses of

The district has most

$9.2 million in 1985, $3.7 million in 1986,

had a

corresponding gradual lowering of the district's bond rating to
now a BBB rating.

The extended outage of

Seco has a major

impact on the district's financial and

ion,

resulting in increased operating and

expenses to

restart the plant and additional purchase power requirements.
the same time, we had a decrease in income
surplus energy from Rancho Seco.
at hand and the results of recent

At

sale of

the restore of Rancho Seco
of

district to

restart financial health, our financial picture has stablized.
Net income for the first half of 1987 is $8.7

•

an annual projection for 1987 of $12 million.

llion.

We have

The district's

liquidity through 1988 is assured with the sale of $150 million
bond issue executed just last week.

So, we feel that the

financial picture is brighting.
The 1987 budget is $832 million, which includes $240
million for the restart of Rancho Seco as well as $200 million
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sts is

for purchased
for $750 mill
CHAin.vnJr:u·n~

do something that I
read to me.
move on.

a

I
MR.

LATHAM:

1 88

budget is 9 to 10

s

you with an
district.
has

Let me
been talked
last year d
the lowering of
with a

s

plant

back with
a portion of
operation of
the electr
senario of
output, that wou
1990.

At

other util

s

The transfer of
another area of

s

.

potential transferee would assume ownership of Rancho Seco, but
that would be over a short period of time.
immediate.

It would not be

The transferee would want to operate the plant from 2

to 4 years before they would want to accept the plant in total.
We still believe that is an option that we're pursuing with great
diligence.
CHAIRWOMAN MOORE:

Have there been offers to take over

the operation of Rancho Seco from anyone?
MR. LATHAM:

Yes, there has.

There has been one noted

in the newspapers quite frequently, the Duke Power Company of
North Carolina which operates seven nuclear plants.
them are sister plants to Rancho Seco.

Three of

They have an extremely

good operating record, and they are interested in assuming
ovmership of Rancho Seco, but not immediately.

They are

suggesting a 2 to 5 year operating agreement at the end of which
they decide whether they wanted to assume ownership.
CHAIRWOMAN r-tOORE:

So bas

1

operation to them and you would still own
MR. LATHAM:

That's correct,

operational and financial risks.

you would trans fer the
?

be responsible for the

We would still maintain the

license.
CHAIRWOMAN MOORE:
SENATOR GARAMENDI:

Senator Garamendi?
Who would oversee the utility's

operation of that plant if SMUD doesn't own it?

The PUC?

They

are a wholesaler of power and I don't know if they come under the
PUC authority.
47

MR. LATHAM
someone like

if

wou

would be control

SENATOR

1

all from within the

tate

MR. LATHAM
SENATOR

?

MR.
Federal Nuc

SENATOR
MR. LATHAM
SENATOR
CHAI

ASSEMBLYMAN

s

back to the discus
understanding
bids for e
that's the f

MR.
ASSEMBLYMAN
6 thousand ki

s

to

s,

of

which are a
incorrect, there
has some re
of electricity
asked that as an

'm
s

amount
st

MR. LATHAM:

I'm not prepared to defend that.

CHAIRWOMAN MOORE:

Before you do that, one of the

options he is going to evaluate as he moves through is that whole
source of power.
ASSEMBLYMAN CONNELLY:

I'll just plant that question

with you, and when you get to that, you could answer it.
MR. LATHAM:

If I could answer that question, that

number was proposed by a board member.
willing to defend that number.

That board member is

It is not one that the staff

necessarily has support for.

•

ASSEMBLYMAN CONNELLY:
MR. LATHAM:

Staf

?

We can develop a number of issues to

support that.
ASSEMBLYMAN CONNELLY:
and PG&E is saying 7¢.
MR.

LATH~I:

So the board member figure of 4.2

What is staff saying?
There are a variety of alternatives

depending on what they were talking about, incremental costs or
imbedded costs.
ASSEMBLYMAN CONNELLY:

•

I'm talking about the cost per

kilowatt from Rancho Seco .
MR. LATHAM:

The cost per kilowatt from Rancho Seco is

about 4.2¢ per kilowatt hour.

That depends on its capacity.

That's assuming the capacity factor of approximately the national
average for that kind of plant.
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MR. KEHOE:

I

should be less

s

the difference.

I

feeling that it wou
PG&E

ASSEMBLYMAN

is

figure seems to be
making some decis
guess,
the cost, seems to me
fear

I

there.

have.

The fear

Some of

based upon
reasonable

number of

can make

of

, are

the operation of
the decision to
the right
is out of

lo

is
Seco

meaning to
Rancho Seco, but there
and

million a month and
we could be a
but

the next year

restart Rancho Seco

0

electricity for our community is an option that doesn't involve
the operation of Rancho Seco.

This is totally aside from those

who are pro or con on nuclear power.
You know?

All I'm talking is money.

I'm just talking money.
MR. LATHAM:

We couldn't agree with you more.

ASSEMBLYMAN CONNELLY:

I guess, then, what I need is

some assurance that there is a specific hard plan, and the
Senator made this point in our conversation, a specific hard plan
to evaluate all these options fast, because it's a million
dollars a day for us to scratch our heads.

Then to make some

preliminary decisions, when you look at the PG&E engineering
report and 12 other things that I don't even know the right
questions to ask, and then say, based on the fact we have 6
thousand kilowatts at 4.2¢, we shouldn't include Rancho Seco as
an option economically at this point or we should, but we make
that decision soon.

I'm not saying that's not ocurring, but at

least based on press, I'm not persuaded that that's occurring.
MR. LATHAM:
at

•

Chairwoman Moore perhaps I should elaborate

s point, that next Thursday evening at 7:30, the board is

going to have a public meeting to evaluate outside consultants
who can

lp accelerate this.

The old saying, "you can't see the

st for the trees" we feel outside consultants would be
1 to accelerate the process to do exactly what Mr. Connelly
is suggesting.

In addition, we have appointed an advisory

cabinet of senior Sacramentans, not necessarily in age but from
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experience, that consist of a former colleague, Senator Rodda;
Gordon Schaber, the dean of a law school, John Moss, the former
Congressman, Frank Richardson, a former Supreme Court Justice;
Justice Carr, who currently sits on the Court of Appeals for the
State who is a distinguished lady in our community.

These are

people are going to help us evaluate the findings of these
consultants.
ASSEMBLYMAN CONNELLY:

Unfortunately the issue is so

politically charged that sometimes it is difficult to take
actions that may be reasonable actions, because they take on a
broader significance.
considered a slow down?
radical.

But, is one of the options being
Excuse me for suggesting this.

It's so

But a slow down in terms of cost expenditure at Rancho

Seco for the next 120 days moving from $20 million a month to $5
million a month until we get to the point that we make the
decision that in fact is the proper economic decision to be made.
I don't know.

We're talking 6 months, $120 million.

$120

llion in the Legislature will stop the state budget for five
days.

People will yell at each other.

each other

the room.

It's big money.

We scream.

We locked

My thought is, is there

some way until we make selection of options that we can slow down
expenditure of that fund that makes good economic sense; or
is that stup

because the point of fact is you lose more than

you've gained by cranking it back up again if you say you don't
want to go?
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MR. LATHAM:

llent

is

is one we are

ss

had intended to

sent to our

to our board.

but unfortunate

sence o

Mr.

So,

the next board

1

on the issue on

ark ...

you're

staff evaluation

s sense to keep going at

t.his point toward a restart, or whether we

ld slow that down

pending the evaluation of these options

have surfaced?

is a

the board

to do at

be a

or not

MR. LATHAM:

11 be presented to

We call is a

there are 3 or 4

We

1 st

ASSEMBLYMAN CONNELLY

senario, and
to

s

to a safe

the plant

1

CHAIRWOMAN MOORE

As you

that,

since we don't seem to

evaluation of

various

commitment

s

to restart prec

Pa

the

ref

s f

1

or to

?

MR. LATHAM:

one of

s

our

some

real benef

because

I

of

1

CHAI

restart,

expenditures, as
al

It

c

11
$
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a

, you have

MR. LATHAM:

Yes, it must be close to that.

CHAIRWOMAN MOORE:

Or it may be a little lower if you

only have three or four months left in it.

So at this point, it

still seems to be a viable option to back off all that money -- a
half billion dollars

-- you have spent to get Rancho Seco in a

position to restart?
MR. LATHAM:

Yes.

We will show you what the impact is;

really, the bottom line is the rates to the ratepayer.

That is

really fundamental.
CHAIRWOMAN MOORE:

I think that would be real important.

Why don't you just go real quickly through some of the options?
MR. LATHAM:

Certainly.

CHAIRWOMAN MOORE:

So you're saying that repowering is

still a viable option?
MR. LATHAM:

Well, it is one that has to be considered

amongst all of the options.

In addition to that the other option

is the restructing of the entire district's resources.
turning
gene rat

That is

resources of the district, hydroelectric, steam
and Rancho Seco, over to a holding company.

Let them

and sell back to the district capacity and energy as
the di

needs it under some agreed upon price.

So that's

also an alternative.
CHAIRWOMAN MOORE:

In your dialogue with PG&E will you

be attempting to negotiate some access to transmission to all
these
geting?

power sources and all these other things that you're
Are you going to be trying to negotiate with them?
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MR. LATHAM:

we sort of intend, as you may know, Mr.

Jura of the Bonneville Power Administration, the administrator,
to Mr

sent a

Dick Clark of the PG&E

asking Mr. Clark to work with him to figure out ways to
the northwest energy and capacity to the district.

We recently

to PG&E asking them to consider transmiss

sent a

access

the responses to the request for proposal we had out that
6 thousand megawatts.
CHAIRWOMAN MOORE:
s to

Does PG&E have that in its list of

scuss with SMUD?
MR. GOLUB:

We already stated on several occasions.

I

it carried against on October 1 that of course we wou
consider

What you have to recognize is that the intertie

which is the facility that we're talking about is typically
pretty fully loaded.
a share.

It is used by each of the entities

Now, SMUD has a 200 megawatt share already.

has

Now they

are talking about utilizing the shares of the other uti
such as PG&E,

as Mr. Clark

s

, we will explore that,

to

to

our customers most of the time.

pretty well

But we will look into

I
zed
and

out.
CHAIRWOMAN MOORE:
I think

Have you thought about updating
has agreed, that if it were

and brought up to par it should have increased capac
and would be able to accommodate?
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MR. GOLUB:
the northwest.

There is

The rnunic

ect to
s

1

ld a third 1
the area have a

ority owner

1

state who serve far
that third 1
now.

I

to

That's a

to

s

a minority interest

ect that's being worked on right

believe SMUD is a

ject.

PG&E is

a

number of other entities.
Mr.

?

ASSEMBLYMAN LONGSHORE:
facil

a

If SMUD

or at

st one to be cons

s it that PG&E did not make
they were so quick to, let s

MR. GOLUB:

Their

We concluded

is

same consideration?
, just tear it down?

al on that subject

for

was what triggered our analysis here.
question.

ls selling the

We did look at that

we are not interested in

s

that plant.

ASSEMBLYMAN LONGSHORE:

else is interested in

ant?

s

were

I

The answer is we

0

ASSEMBLY~~N

over and tear it
The
another

me

we

an

not

t

LONGSHORE:

statement was we

1

s a cos
is to sell it intact to
that same

to

MR. GOLUB:
reason we rej

We considered
is as follows:

and rejected it.
We believe as I

sources of

to

a more expens

now.

ASSEMBLYMAN LONGSHORE:

You are still not answering

question is, I have a plant here.

can e

I

cost of tearing it down, or I can sell it to
becomes an asset rather

a def

You

t

?

GOLUB:
ect.

I

Yes s

I'm

ss what I'll say if you

ject

me to, I don't

an economic value of the sort

ASSEMBLYMAN LONGSHORE:
les.

not to

you just

I have a house.

It may be

.
MR. GOLUB:

Well sir, if you house contained
ls and you had to

ASSEMBLYMAN LONGSHORE:

MR. GOLUB:

But

But who would pay
as

ana

sis.

I could

if

hard cash

of the deal.

That's

It's like if you sold a house which
had to

some

up cost is more

, he is not going to
tear

$1.5 to $2

ld a new one.
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ld the house.

's an

He
is

ASSEMBLYMAN LONGSHORE:

You're prec

the man from

making an offer?
MR. GOLUB:
their offer.

We re not
offer doesn't make sense

Our analysis was

our perspective.

Duke, as I understand it, made an offer

other thing, I think, you're
, they real

I understand

ssing something.

for several years.

risks during that period will be left on SMUD.

At the end of the

That's really very different

from a contract to agree to buy a house.
a whi

The economic

ls of the proposals, they will

decide whether they want to buy it.

house out

There is not, as

haven't offered to purchase

They have offered to operate

period, I don't know the

The

You pay to rent your

and I'll manage it for you.

In a couple of

years, I will let you know if I want to buy it.

I don't know if

they

I know what we

s from now.

11 decide in a couple

have decided.

The final point I'd to make, I'd like to read to

you something from SMUD's

which they put out on

I

18.

s a

are

restart
one.

a

s

"

at
assurance can
return to

as to
Or if

not be

I m sure
I

Rancho Seco

or
returns to

out of
II

of

no
11

that

as a result of
I'm quoting, ''And no

go on to
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11

as to whether

can
restart

be neces

ect wi

II

ASSEMBLYMAN LONGSHORE:
corre

ing, the c

terms

than the customer?
MR. GOLUB:

Absolute

they are saying

to work to get
are

on

of

No s

terms

f

is

re
an effort to do so.

to

they

to
Commiss

on to

scuss

f

, the Institute of Nuc

Power

companies behind
ects.

have the

So,

requirements.

They

, no assurance can be given as to whether or
1 return to

if

I

can get it back.

S

Point number two

back, we can give no assurance
of the
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one.

the
t

analysis, we had those

of

in mind.

answer your question without

the

I'm trying to
project.

CHAIRWOMAN MOORE:

's

It just he wants to

is c

if

options available before your
MR. GOLUB:
MR. LATHAM:

have explored all the
your decision?

Yes, we did.
Chairwoman Moore, he's reading from our

latest

I'm sure

do know that the restart of

Rancho Seco is contingent on several regulatory agencies as well
as the

company
CHAIR\\TOMAN MOORE:

Mr

and then we're going

we have

to move on,
MR. LATHAM:
difficult to
wou

ls

The

of that is

them,
a success

MR. KEHOE:

us.
is very

agencies, to assure that
restart

We

to the bond

to

to

s

s as

ss.

's

so

sc

CHAIRWOMAN MOORE:

I

s

s

Mr.
SENATOR GARAMENDI
f

st deal

th

two bas

I

to create a

ment
and why

que
lding company.
of that

is
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You
sal

MR. LATHAM:

The advantage of that proposal is we

take the features that are causing the operational and
of

a nuc

transfer those over to a holding company who
those risks.

sume

It happsns in that configuration the holding

would prefer to have all of the resources.
pay back to
contract

district certain monies.

They wou

Then there would

supplying capacity and energy to the

a
out of

resources on a long term basis.
SENATOR GARAMENDI:
tern

That might lead to the

the operations of those resources would be outs
control of anyone in California?
MR. LATHAM:

That's correct.

Those would be

control of the FERC.
SENATOR GARAMENDI:

Thank you

that.

Now the next

question has to do with the one I raised earlier to PG&E.
s to
SMUD

with

openness of the flow of

PG&E

formation

evaluation of their propo

on PG&E's statement a moment ago that as of

•

no

s have taken place and there has been no discus
ls that wou
MR

spec f

LATHAM:

underlie the proposals?
There has not been, to my

on the basis of Mr. Clark's

1

I would point out there has been quite a large number of
strict and PG&E on the new
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And the response to

is
which PG&E

and partial of the list of

respond to,

we're

RFP,

at

scuss

to

transmission.
SENATOR GARAMENDI:

What is the policy of SMUD with

to investigating and providing information in regards to
PG&E's proposal?
MR. LATHAM:

Basical

, the district is obligated to

provide any and all information that it has in its files to
and we have done that.
of

We have a number of fi

California Energy Commission.
SENATOR GARAMENDI:

Let me back away and come at

I think that's not my question.

f

meeting

PG&E?

scuss

When wil

you

Is it your policy to meet with PG&E to

ls of their proposal?
MR. LATHAM:

Absolutely.

SENATOR GARAMENDI:
LATHAM:

They are one of several

When will

be doing

We re

concluded

we

Once that s

meet

sue the PG&E

some

in the next week to

11

SENATOR GARAMENDI:

?

o

11

s Thursday.

other f

a

Is

's

as ardently as you are
sented to us?
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MR. LATHAM:

be management s intent to

It

s.
MR

s

KEHOE

management to do that as well.
SENATOR GARAMENDI:
seeing that occur.

you very much.

CHAIRWOMAN MOORE:
We are

I'm sure we will all be

Let me thank you for your comments
next

to move on to

1.

Mr. Polanco has a

stion.
ASSEMBLYMAN RICHARD POLANCO:
and

You mentioned a

the prospectus -- I quickly glanced through

was not made mention of the holding company, is there a

?

reason

MR. LATHAM:
was

It should have been in there.

scribed, but

MR. KEHOE:

I'm not sure

should have been in there.

I think it is under the risk reduction

sect
CHAIRWOMAN MOORE:

one of

five

ta
MR. KEHOE:

•

e
assume
s

Chairwoman Moore, I would like to
been

s
are still there.
f the more

Anne

members
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the

I

and Ed Smeloff.
is one of

more

Anne

CHAIRWOMAN MOORE:

I

ASSEMBLYMAN CONNELLY
same

1

I

we

1d

CHAIRWOMAN MOORE:

't we move on,

a

11
ques
to move

I m not

SMUD
s

one o

we

is to

were

kind of done
of

deal.

So,

at
't we move to

1

f

I'm

?

Let's

two.

. GARY HIRSCH

Sacramento

a

some

t

4

and

to

It was
make the

an

on

ionmaking

voters of
not to

to

Seco as a

to

are all aware there was an

I'm sure

were

s
dec is

circulated and

It

as

was

of the lawsuit to put that
June of 1988.

on
to

I

s

consideration that

some

s
as a nuclear facility until there is approval
to
or
of

so.

In addition,

rid of the nuc

ratepayers and voters.
s

to

SMUD board can not
facil

I think those are two

mind when we look at

is

, and some of the decisions that are potentially
to

to

Rancho Seco.

CHAIRWOMAN MOORE:

s

s

•

as

HIRSCH

No, let me

i

states.

RWOMAN MOORE

1

to
.
1

MR. HIRSCH:

s

you just

s
1 be

Seco voters r
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CHAIRWOMAN
MR

HIRSCH:

I

1

I

not to

of

Seco Nuc
e

0

Sacramento

s

as a nuc

to
In

5

of
1 such sale,

or trans

of
1

of
1

use of

e

s

CHAIRWOMAN MOORE

to

is success

is
voters of

i

Sacramento

MR. HIRSCH:

No,

t

I

ss

between now and

s

vote of

are
of SMUD

to trans

to a

regard to the PG&E offer?
cons

Those are very

Are we subverting the request of
s matter?

to vote on
sues

to be

scus

CHAIRWOMAN MOORE:
f the SAFE

And, I

those are

and

, whether

So your belief, and I guess

, would be

the board is not

of the options that leads to the

to

?

of the operation of Rancho Seco at this
MR

i

HIRSCH:

Yes, that is the pos

of SAFE

We want

voters to make the decisions, but I'm not sure the
CHAIRWOMAN MOORE:

You can on

lf
is

to
At

if you had

else

•
f

vote is

is

0

to

0

others?
MR

HIRSCH:
a

's correct
two year ago

I

fore $400 million was
$400
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if you

11

to

I

we are

SMUD or to

now

que
CHAIRWOMAN MOORE
ight
s, I

all

MR. HIRSCH:

But

over a

been

We
to

we

we're ta

't

s of concern to me.

there is

cons
CHAIRWOMAN MOORE:

Mr.

ASSEMBLYMAN CONNELLY:

Your

, Ms

is not

is because
de
se 1

Seco

I

that

start

2

s
a

as

s

s

is

to
is some

can occur
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Moore,

CHAIRWOMAN MOORE:

Have

Let me
s

so to speak,

s

MR. HIRSCH:

No,

an

I am

has been re
s a very

I

addres

I

s

be an

case law directly on

a

issue

question.

very intere
CHAIRWOMAN MOORE:

on

One of the

we

at is to see if
terms of

ace

f

voter

is
can
comments

I

RWOMAN MOORE:
HIRSCH:
we

Sure.

The PG&E of
no pos

I

i

s

PG&E is
We

to
of

all

69

sort

PG&E of

f

if

be
If

we are against such an of

I

of 20

of
ratepayers?

st of

But I

is important in the offer is the val
some

we have

and that
to operate

to

1

re

, the

Mr.
ssed

is no
Seco.
e
PG&E

the other gentleman
of SMUD can correct me i

Power is interested in taking over

is a guarantee that SMUD

is
of the
customer.
stomer if

Rancho Seco.

11

a

So,

Whereas PG&E does not have
il

were to
I

Duke

s

, comes

So,
PG&E

p

a

t

s

would

s

on

s

concern i

LONGSHORE:

ss

f

has
of

sources be
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more

and other things, I'm

cons

to happen at the Year 2025 or the Year 2030 or 2040

?

e
power, if

f

If we

is a safe function,

Your assumption that it is a lose-lose situation is
the respect that those that are operating can not
time.

at this

They are studying it.
as a

come

to
to

They haven t made the decision

cons
are

are

to

a month, as I understand doing that.
an asset

$20
But I

think

a condition which

s

The fact that the initiative carries not
can't operate it" but also "nobody else can operate
can't sell

for anybody else to operate it" prec

power function from now until eternity.

use o

s not a

made by a

that should

scope.

•

So,

,

I

has

are

At this point
is a

as

think is premature.

CHAIRWOMAN MOORE:
that

think

cons

I

all

s

entity

a statement

are

I

and

Well, I

one of

s this country great is the fact
he can

to
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he does

people, and

can make

decision.

Why don't we have you finish, then we

1

NRC, and take further questions from the members.
MR. HIRSCH:

Fine.

Finally with regard to

offer I think what's under the surface and hasn't real
stated is the historical animosity that exists between PG&E and
SMUD, and that would cause me to wonder whether or not SMUD
an objective evaluation of the PG&E offer.

You had 30

of wars between PG&E and SMUD when SMUD was trying to
e

ished in the first place.

I

believe that's evident

disputes that are currently going on between the two
s.

I

think that factor must be taken into cons

With regard to the holding company and the Duke of
is my understanding and again, I will be corrected if I m
wrong, that as a part of that there is another utility in
State of California, Southern Cal Edison is a part of
holding company or has an interest.

I

think that is

to

you, then that brings in the element of competition with PG&E
an effect on PG&E were Southern Cal Edison to
Sacramento area.
CHAIRWOMAN MOORE:
MR. HIRSCH:

That has lots of interest to me

I think the final

I would 1

s is a very complex and a very controversial issue.
t

I

if we are all going to agree, but when we

room, both ••. What I do think is important is to form
took the approval of the ratepayers.
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And to

s

assets and to dissolve this district, I think it should again
approval of the ratepayers.

Thank you.

CHAIRWOMAN MOORE:

comments.

you just a couple of questions.
realities.

Let's

Let

a litt

The economic concerns are not what SAFE is about?

Is

correct?
MR. HIRSCH:

I think it is a motivating factor.

You

issues that are of concern: safety, the nuclear waste,
power, and the economics.

CHAIRWOMAN MOORE:

I don't know how you can

I guess the position of the

is one that's very clear: that there is not to
of the nuclear power at Rancho Seco.

is

going to be some cost in closing it down and the decommissioning
is go
I'm

to have to be borne by the ratepayer.

ly asking is:

cons

s

is it a consideration that there may be

cost tied to the initiative?
MR. HIRSCH:

Yes, but that cost would have to be

eventual

•

The

about

is very

point is in the SMUD budget, I believe, for 19 6

the cost of decommissioning at $118
Clark from PG&E say $230 to $280
$1.5

1

CHAIRWOMAN MOORE:

11

llion.

I thought somebody

to $2 billion.
They did say that.
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I've

Mr.

MR. HIRSCH:
those numbers.

There is a little bit of disparity between

Yes, that was a consideration.

CHAIRWOMAN MOORE:

One of the

we

is

today's dollars and at the time the decommission is
the billion represents at some 20 years, maybe 15 or however long
it takes.
MR. HIRSCH:

It is my understanding the $118 million

that SMUD has in their budget is today's cost and the $230
million to $280 million that Mr. Clark said is today's cost.
There is a little bit of disparity.
mill

I believe there is only $38

that has been put away.
ASSEMBLYMAN CONNELLY:

figure is too low.
on that too.

My answer to that is the

That's my experience with this.

I don't bet my car too often.

CHAIRWOMAN MOORE:

I

st

bet my car

Excuse me, Gwen.

Since no one knows, and I

we

will hear a little bit about that from the NRC or from some of
others.

Until someone really knows decommiss

of thing, I guess, the cost -- Mr. Connelly is

k

correct -- maybe

of them are too

The last question centers around
s

ility of repowering.

would
facil

on

I don't
the whole idea of

Is there any position that

repowering of Rancho Seco as a gas f

?

MR. HIRSCH:

We would have at this time no pos

we do not have enough information.
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We would

You have a lot of equipment and assets at
Seco that has some value.

If those can be converted, then
at

You

compl

ze when you do that which has been addressed

we

's the air quality.

Mr.

But, at this time, I don't

is enough information for us to make an evaluation.
CHAIRWOMAN MOORE:
last

I shouldn't have said that was the

it wasn 1 t.

PG&E's

This is.

Does SAFE

?
MR. HIRSCH:

No, we have no position at this

MR. GREG COOK:

Thank you Madam Chairwoman.

I am

public affairs officer with the Nuc
~~.,u. . . ssion

based in Walnut Creek, California.

I have been asked to give you a little bit of a
from an NRC perspective.

on
br

I'm going to talk

fly about what the current shutdown of the plant means and
occurs.

What SMUD

to do to restart the facil

that, some sort of j

I

on

ef
Also
Counse

for

me today is Martin G. Malsch, Deputy General
and 1

, who

prepared to

on decommissioning.
CHAIRWOMAN MOORE:
at

tab

you like to have him j

Mr. Malsch?

75

MR. COOK:

To give you some background very

f

NRC mandate is to license and regulate the civilian use of
material so that we can

a

assurance of public and environmental safety.

Without

the long history and the litany that we have heard of minimum
commitments and the desire to do no more than what was
required, let me say, that over time, particularly with events
early and mid-80's leading up to and culminating
December 26 loss of integrated control system power event at
Seco, NRC as an entity lost confidence in the
ity, in the total safety of the facility as a whole
But I have to point out in saying that, that the sa
that

ility performed adequately over time.

stems

The

of

the safety-related systems at Rancho Seco has not been
different

most other powerplants in the country.

are they shut down?

Well, they are shut down in

of

commitment to provide a cause of the December 16 event
we mean not the loose wiring connection that
event, but the causes behind that complicated event
More significantly, at this point that issue
well handled by now, to justi

resuming

ility, again we get back to our assurance

of
a reasonab

concerns of safety.
This does indeed mean we did not have that reasonab
assurance when the plant shut down.
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When the plant was

was on December 26 or December 27, 1985,
the event, it does not mean that we saw any irresolvab
il

can

To date reviews of

safe facil

a

Babcock and Wi

owners group and reviews by NRC indicates that

conducted by

total are not significantly different

se

overa 1 level of safety than other power reactors of
models

Although the staff is still

propo

s and review.

re

the owner's

But, there is nothing there that can't

be fixed, physically speaking
CHAIRWOMAN MOORE:
of

Let me ask you something, so we can

your testimony.

s

You have heard over and over

the $20 million figure or the committed $480

llion

that SMUD was spend in trying to get the plant back
I

ss to do

neces

training of their staff and things that are

, is that a plan that has been approved as adequate by

NRC?
MR. COOK:

I

I can answer

CHAIRWOMAN MOORE:
MR
to restart
at

COOK:

Okay.

SMUD needs

plant.

al

two things to

One is the

have

now where the management team is predominantly SMUD
We have reason to bel
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us

management team made

predominantly of SMUD personnel.

personnel

s

that

of stabil

a

coming.

We have sort of an all-star situation.

Peop

brought in from a number of different entities and a number of
, but they have not
period of time to work together.

an extens

There is some j

1

11 needs to occur, but it is coming along pretty
second

, if

item is completion of an acceptable
1, and test program.

to

ef

There are a number of
SMUD

, and we have been able to pin those

in recent meetings.
CHAIRWOMAN MOORE:

Is that where the $20 mill

has

?

MR. COOK:
is

That's where the money is going.

into the restart effort.

The

There are extensive

being done.
CHAIRWOMAN MOORE:

So it would be

diff

to

spending at the rate that they are, since they have
been cone

s and the work has already e
or is

ss of being done?

Is that an accurate

statement?
MR. COOK:

s,

Well, presumably if you s

the restart effort proportionately.

s

correct.
them about
day one.
1

is a restart plan there.
ir restart plan

We have
des

ta
of that

are reaching a point where the plan
final form.

Much of the
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is

f

is

Much

of the testing still has to be done.

There are specific areas

where there is more work to be done than in others, but all in
all at this point we are able to say we believe they have a well
defined plan.

They have a good grip on the remaining issues.

There have been marks of improvement, very positive signs for
future safe operations.
CHAIRWOMAN MOORE:
I'm asking for.

Just give me a guess, I guess is what

Given all the things with testing, how long do

you think before they would be able to restart?

Keeping in mind

that we all know that you're only guessing and that there is no
way that anybody can hold them to this.
MR. COOK:

Our concern is that the work and the test can

be accomplished and accomplished properly.

Their current

schedule calls for restart of the plant in July with a phased
power ascension program following.

The best I can say at this

point is that is not out of reach.
CHAIRWOMAN MOORE:

They have begin at a much lower

capacity and build up over time?
MR. COOK:

That's right.

That's both to allow for

what's known as hot functional testing of equipment and to

I

provide additional operating experience for the plant operators
who have not worked in an operating unit there now for some time.
MR. HIRSCH:

For clarification, did he mean full power

in July?
CHAIRWOMAN MOORE:

No.
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MR. COOK:

No, I said restart in January

a

ascension program is what their current schedule
ASSEMBLYMAN CONNELLY

Do

have

judgment as to accuracy of that schedule?

Do you

the plant will start up in January or do you

enough

?
MR. COOK:

It depends on a number of factors.

That's

We believe they can make that

We also

believe that it is an ambitious schedule, but not out of
ASSEMBLYMAN LONGSHORE:

Has their main

past been a people problem?
CHAIRWOMAN MOORE:

Is Mr. Firlit here?

away didn't you?

to

Why don't

were

come up

a

minute, maybe you can help us.
ASSEMBLYMAN LONGSHORE:
MR. COOK:
has

a

lem

Could you answer

Has there been a people problem?
management turnover.

was

Well, there

tor

on contractors
reliant on contractor assi
are much more sel

contractors.

We

contractors of
lso want to
contractors are on track.

11 use

iant.
't want to see

run al

you want outs
l
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you

to know whether or

We did see

ons

se,

level of

se

ASSEMBLYMAN LONGSHORE:

ly

the past have been

?

s, I guess if

MR. COOK:

zational

problem in terms of
been.

de

the
Yes, there have

f

There have been individuals who have been involved in the

efforts since December 26 who may not have had the experience
the industry that the current staff has.
experience and capabil

That difference in

shows.

ASSEMBLYMAN LONGSHORE:

Have you been satisifed with the

training at all levels?

•

MR. COOK:

We still have some training review going on,
program is much improved.

but their

ASSEMBLYMAN LONGSHORE:
upper

Lower levels as well as the

ls?
MR. COOK:

Yes.

CHAIRWOMAN MOORE:
earl

you e

Why don't we go to Mr. Firlit.
't mean to.

and

•

start

're the manager, so

Does

you can te 1 us

let

You're the expert from

SMUD

Nuc

I

look 1

is

to

to?
JOE FIRLIT:

to

now our
is where we

up on December 5.
term that we use, at 210

s.

up to the normal
s

1

cold shut down,

We start heating our plant
s and

We

our plant

ssures of 534

hot functional testing that

1
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Mr. Cook referred to.

Then about the third week of January, we

will start the reactor up and that's where you get the reactivity
in the reactor itself.

Then about the fourth week of January, we

intend to start generating megawatts out of our plant and
synchronize to the transmission lines and start producing power
for the Sacramento district.

Right now everything we are doing

in terms of the outage is on schedule.
program that we had to put forth.
to our plant.

We had a very intensive

We made a lot of modifications

In fact, we identified with the NRC probably over

415, I think was the number.

To date, we have installed about

376 of those modifications before restart, and we intend to make
the other modification changes before we restart our plant.
CHAIRWOMAN MOORE:
slow down the expenditures?

How practical is it to have you to
You heard that being kicked around.

Is it possible to do, given the manner in which the money is
being used?

I would think it would be difficult to do.

MR. FIRLIT:

It would be very difficult to slow the

plant down at this point of time, because you have the momentum
of everybody onsite working to put the plant on line.
attitude of the people out there is very positive.

The

They see the

light at the end of the tunnel now, because they realize the
plant is reality.
we said it can.
one proposition.

It can be put on line in the time frame that
If you slow the plant down, it's not a one for
You can't delay the plant a week and lose a

week on the tail end.

What will happen is that you will lose the
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contractors

f if

In

to

in, it takes more than a week to get them

the contractors
back

CHAIRWOMAN MOORE:
spending at a

1 of $20 million a month, and people say well,

only spent $10

llion in October, what would that mean?

MR. FIRLIT:
some of
contract.

people were talking about you

That would mean we would have to lay off

contractors.

That means we would probably

our

We would have to pay the penalities for the clauses we

have breached those contracts.
ASSEMBLYMAN LONGSHORE:

So, it would actually cost you

more?
MR. FIRLIT:
the plant, say,
distr

Yes, in the long run.

March versus January, it would cost the

more to do that and the rates would be higher.
ASSEMBLYMAN CONNELLY:
decis

cost

more.

There is no doubt about that.
's correct.

That's the assumpt

I

on s
ASSEMBLYMAN CONNELLY:

are so many

Are you the new fellow?

, I can't keep track of them.
IRLIT:

He's the production manager.

ASSEMBLYMAN CONNELLY:
plant,

That's based on the assumption

is to continue operating the plant, it would

IRLIT:
s

If we were to start

You're not the new guy out at the

haven't meet
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MR. FIRLIT:
officer.

Carl Adognini is our chief executive

He wanted to be here today, but he is in Washington.
ASSEMBLYMAN CONNELLY:

meet one.

I'm just trying to keep track.

I

I get to know them, and then they are gone.
MR. FIRLIT:

I have been here since May 14th.

I came

from the State of Michigan where I worked for a utility for 22
years and ran the Palisades Nuclear Powerplant for a period of 22
years.
ASSEMBLYMAN CONNELLY:

If you have been here since May

14th, you are a long-term management employee.
CHAIRWOMAN MOORE:

Tell me what events occurred that

changed the plan as it is now?
MR. FIRLIT:

There are two things that we're doing to

investigate our plan very thoroughly.

With all the plants in the

United States, I feel we have turned over every possible rock to
find out what some of the problems have been in the past and what
we might anticipate in the future.

We are taking positive

corrective steps to correct those problems.

We're doing what we

call an "expanded augmented system review and test program."
Essentially what we do is we take a team of experts and they go
out and look at 33 of our se

safety systems, and they

review it from top to bottom.

look at the equipment.

look at the design.

They

They look at the engineering calculations.

They look at the procedures that we use to operate that plant,
and they look for any discrepanc
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I see, so
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again, since it is a very intensive test program, if there is any
deficiencies that drop out of that test program, that is
something we would have to correct, and that is something that
could delay start-up.

From my experience in test programs and

the team that we have in place, I'm sure we can work around that
aspect of it.

I'm very confident we will have that plant on line

in January of 1988.
CHAIRWOMAN MOORE:

One of the real concerns that a lot

of the people have is whether it will safety operate.
of deficiencies and correcting them.

You spoke

How will you evaluate and

check to be sure -- and when I say "you," I'm talking to Mr.
Malsch and the NRC -- how will they satisfy you that these
deficiencies have been corrected and the plant will be operating
safety?
MR. COOK:

We are reviewing both the system reviews and

the test programs as they go along.

We are evaluating the

results of that effort as each system is completed.

We will

continue to follow through the test program in the same way.
CHAIRWOMAN MOORE:
NRC?

When they find a deficiency, where is

Are you looking over their shoulders and seeing the

deficiency and standing there to make sure it is corrected?
that the way it works?

Is

Or, do they tell you "we had a deficiency

and we corrected it?"
MR. COOK:

Well, it's both in practical terms.

have enough people to be everywhere their people are.
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We don't
So, they

that it is safe to start our plant back up -- the NRC
at that particular time.

ll vote

It will take a majority vote

there

are five members on that commission.
CHAIRWOMAN MOORE:

Are there any provisions or any plans

to do any kind of public meetings so the public could be assured
that all these things have been done, and that the publ

will

have some input, the SAFE people while being opposed,
be shown all these things have been met?
positive benefits.

could

There may be some

Are there any plans by SMUD to do that before

you turn it on?
MR. FIRLIT:

We will be more than happy to

We

tried to keep the people in Sacramento well informed.

One a

month before a board meeting, I hold a press conference.
ASSEMBLYMAN CONNELLY:
from NRC a question?

Could I ask the representative

I know just generically for a second you

were looking at the B and W plants as a whole.

There was a

pet

sts

fi

the Union of Concerned Sc

been tracking it.
and so forth?

Is the NRC is going to have

't

s

ly

Could you give a 30 second update on

MR. COOK:

Yes.

The Union of Concerned Sc

us to do several things.

They

It asked to hold adjudicatory hear

sts
to reassess

the safety of Babcock and Wilcox plants in re
issues.

I

to
s to

also asked us to issue an interim shutdown order until
hearings could be completed.

That petition carne
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hearings on the technical issues is
.c

the

.l...

ASSEMBLYMAN CONNELLY:

So, we don't know

to be a hearing or not?

there is

The

In some respects

is

to what's happening in Sacramento,

almost

on

long term it has implications?

•

mean

issue?
MR. COOK:
term,

In the short term, you're correct.

could have some implications.

that

Yes.

We don't

The gentleman on

counsel or just counsel?

you are the

Yes

I'm

1 counsel for the commission.

WRIGHT:
ss

Could you give us any

costs would be if that did take place?
I'm not much of an
been

We have
s

on

for some
s

I

In the

f's response has not been issued.
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s

costs and decommissioning.

Our overall costs

ssioning, I assumes, is about $213 million.

That's in

1987 dol
ASSEMBLYMAN LONGSHORE:

Your testing function is

completely adequate to run safely as

cons

a~y

other plant

of its nature within the United States?
MR. FIRLIT:

Yes.

ASSEMBLYMAN LONGSHORE:

Barring some kind of internal

sabotage and that sort of thing?
MR. FIRLIT:

Well, all plants are subject to the same

sort of sabotage issues.
to s

That doesn't change very much from s

This facility, assuming that we do permit restart

and I think there is reason to assume that at this point -- this
facil

11 have been reviewed, gone through and reworked to an

extent

would unequalled in the industry.

reason to

There is every

that this will be certainly a safe and, in all

1

iable facility.
ASSEMBLYMAN LONGSHORE:
CHAIRWOMAN MOORE:

to

NRC.

I

Thank you.

Let me ask a couple of questions

You have heard some of the options that SMUD

Tell me what role will the NRC play if they
to transfer the operation to Duke?
11
reconf
some

some of

What will your

other options -- repowering option

or any of those -- what role would you play?
along those lines.
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MR. COOK:

Let me give you some general background

information on that.
papers before us.

You know we have no actual proposals or

So, I couldn't prejudge what actually will

occur in terms of our review.
framework would be.

But I can tell you what the

As a general rule, no one can own and

operate a nuclear powerplant without the commission's approval.
Noone can transfer their right to own and operate a plant either
directly or indirectly without the commission's approval.
Normally a transfer of operating rights or a transfer of
ownership is accomplished by means of a request for a license
amendment.

That would be reviewed by the commission.

They would

have to submit whatever information the commission asked for to
get the amendment approved.
and safety.

The focus would be on public health

To a more limited extent, the protection of the

common defense and security.

The information you would expect to

obtain in connection with the review would primarily focus on the
technical qualifications of the perspective owner and operator:
talking about management staffing, resources and things of that
sort.

Procedures are fairly straight-forward.
amendment.

That is publicly available.

They submit the
There is in

almost in all circumstances advance notice to the public
officials of the state, advance public notification, staff
review, and then eventual review and approval or disapproval of
the license amendment.

It's a fairly common occurrence for the

staff to evaluate the license amendment request involving
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MR. JERRY JORDAN:
members of the Committee.

Thank you, Madam Chairwoman, and
I'm Jerry Jordan.

Director of the California Munic

I'm Executive

Utilities Association.

I'm

here today appearing on behalf of the rest of the publicly-owned
electric utilities in the state.
In our view the so-called consolidation offer from PG&E
is nothing more than a hostile takeover attempt: a corporate
raid, if you will.

Designed primarily to eliminate PG&E's

largest competitor in Northern California, and to take the focus
away and provide a market for their past mismanagement and
mistakes in overbuilding the nuclear powerplant in Diablo Canyon.
This attempt is a characteristic predatory activity of PG&E.

It

is an anticompetitive practice, and it is viewed as such by the
rest of the munic

util

ies in the State of California.

have with me today two people to address that:

I

Mr. Gordon White

the manager of the Utilities Department in the City of Anaheim
and past president of the California Municipal Utilities
Association and the

s

st

1

Power As soc

also, of the American Public

Mike McDonald

general manager
they have briefly

of
some of
Chairwoman, I d

s, Madame

se

s to go over about six

to have a
ls that we wou

s
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committee.

We would like to hear that.
t

the propo
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I guess

MR. JORDAN:

That's pretty safe to say.

CHAIRWOMAN MOORE:
repre

Okay.

Yes.

Let's go to your

s

MR. GORDON HOYT:
Chairwoman.

My name is Gordon Hoyt, Madame

I am the General Manager of the Public Utilities

Department for the City of Anaheim in California.

I

am a former

president of the California Municipal Utilities Association and I
am a past president of the American Public Power Association.
The purpose of my testimony is to describe the importance of
competition between investor-owned utilities, such as Pacific Gas
& Electric Company and publicly-owned systems such as SMUD.

How

as a result of that competition California has a more economic
and reliable electric power supply.
industry

s country is controlled to a great extent by large

inves

s such as PG&E and Southern Cal Edison

1

Company.
today.

The electric utility

are only about 200 of these utilities operating
These companies have vast generating and transmission

resources.

constrast, the

icly-owned utilities generally
utilities and many have no

are much

The total generating capacity

•

of the

lities is only a small fraction of

the
resource

s.

De

having much more limited

consumer-owned e
role
st

systems play an important

the industry.

They provide a competitive

performance of the private monopolies

95

, and

can be

private companies to

effie
are
the

over

s

s?

shoulders at the performance of their ne

The reason is simple.
the

Public

lity regulators are

of publ

util

to use

s to he

the

legitimacy of rate increases sought by the
, however

Even more
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public sector gives their ratepayers

real alternative

to turn when private utilities 1 performance is

inadequate.

De

blocks thrown out

companies, publ

ly-owned
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contribution towards assuring a reliable and economical supply of
power to the
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0

and all
get a

is a

the

is

I

much
My
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name is
Northern

act

agency

of all 11
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per
Mr.

t.
the
s that
remarks
measure

of

to make a
we feel

wou

We
but

•

s

of

where

of the

organizations we formed back in 1968.

We, SMUD and other

utilities have likewise pursued numbers of similar joint
arrangements and partnerships.

You have heard today about the

project that SMUD is involved in to build a couple of geothermal
plants, with a couple of other public entities.

You have also

heard about the Transmission Agency of Northern California
pursuing the third AC line.

There is another project that we're

involved with SMUD called the Geysers Public Power Line, to
a line out of the geysers.

Another very promising partnership is

something called the Northern California Power Pool in which SMUD
and NCPA and several other utilities are involved which would
create a power pool for the public utilities in Northern
California to do resource planning together, to pursue projects
together and so forth.

It has a lot of potential.

The point I

want to make is each of these joint ventures in which SMUD is
involved would definitely be hampered, diminished.
viabil
That

Their

be lessened if SMUD is no longer in the picture
turn means public power in Northern California would

much

ss able to compete.

I think it is pretty clear that

that, equation is going to be the consumer in the
1 ana

sis.

I wanted to touch very quickly on transmission also, because
SMUD indicate that they have a number of
that could solve some of their problems, but that transmission is
the

to

se solutions.

They don't always have adequate
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We have that obligation, and we are pursuing that through the
licensing phase.

We find it absolutely amazing that at the

California Energy Commiss

, where we are going to obtain

license, one of the chief adversaries is PG&E, who is taking
position in front of the CEC that that line is not needed.

That

they have adequate capacity, notwithstanding the fact, they

11

not the relieve us of our obligation to build the line.
There

, won't let us off the hook.

If the line doesn't

lt, they told us failure to obtain a license is not their
concern.

We have to have it built within a certain period of

time or we will lose the transmission from our existing plant.
In our efforts to negotiate with them a reasonable transmiss
agreement for the capacity that they testified is available,
terminate

We f

1

perp

, but also fair

problems

representative of the kinds of

power has.
' t you
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l

area ought to subsidize another geographical area.

If in fact

there is going to be that kind of subsidy and if the rates are
going to be frozen, then the PUC should probably be directed to
make sure that it is the investors of PG&E, not the current
ratepayers and not the future ratepayers, that pay for the cost
of the freeze.

Otherwise, it is not a real freeze.

CHAIRWOMAN MOORE:
MR. JORDAN:

You are generating lots of questions.

I know.

glad to take those questions.
has been referred to here.

I have just one more and I
The last one is wheeling.

That

Perhaps the solution is to require

that if PG&E or any other investor-owned utility refuses or say
they do not have the capacity to will, we and the small power
producers be allowed access to their transmission facilities and
to upgrade them at our expenses so that adequate capacity could
be supplied.
CHAIR\'JOMAN MOORE:

Mrs. Wright?

ASSEMBLYWOMAN WRIGHT:

The first question for your

associations that are represented here if you are so strong and
so

of basically public-run as compared to the private,
weren't you on board to aid and help your friend in need,

SMUD, when they started running into these problems?
you
isn't

re to assist or give advice?

Were any of

I mean your association,

association there to help your fellow members?
MR. JORDAN:

I think we are there morally.

with whatever technical support we have available.
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power throughout the western 15 states
which covers
California.
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MR. GOLUB:
could decide.

scuss.
out has to happen

f

is

as to what

Yes,

We

out.

want.

be
Now,

sal, Mr.

Jordan turned
the table.

sa

That's a

le

let's get

on
way,

see

we

1

seems reasonable

s.

CHAIRWOMAN MOORE:

a

ASSEMBLYMAN FRIZZELLE

even if

you had a rate structure
a projected period of

s not

effect

on the PUC.
MR. GOLUB:

No,

PUC approval of

rate freeze.

s

CHAIRWOMAN MOORE:
over the board

ect to the

Let's

a
of
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We are jumping
where

are.

I

1

Mr. Frizzelle is

an

to

this relationship?

in

Your

now.

I

understand your comment about
in that instance.

't
to SMUD

If you're

close down Rancho Seco, you are
and their debts, I would assume

are

and

to as

liability

are

that was SMUD as we
MR. GOLUB:

It

1

I thought you were

Mr.

was dealing with which is you

structure

what

does that mean?
CHAIRWOMAN MOORE:

I

f

no SMUD, there is no 360

I

s

is

a

you are coming from?
MR. COLEMAN:

That's true.

ASSEMBLYMAN FRIZZELLE
which the public actual

not just

to what the rate structure a
regulate the rate structure

to
s

to

other elements they do not have
MR. GOLUB:

When

public actually votes on
very specific idea
can deal with.

have a
, I

And, yes, if

was

freeze, which it would be, you

on the
if
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that doesn't mater
immediately

or

ize,

ss is

some

moving forward.
investor-owned

ss

s

But as I

s state are

1

The

do have to comply
we have more

utilities are regulated
sense.

We
ipal
in

Yes.
CHAIRWOMAN MOORE:

to

to

keep moving along.
ASSEMBLYMAN LONGSHORE:

, if I

I have a que

CHAIRWOMAN MOORE:
ASSEMBLYMAN LONGSHORE
How many is the pre

on

Yes.
You have

customers do

PG&E and SMUD.

are

MR. COLEMAN:

customers

We have about

the preference customer
surplus power,
serve the

sell
s the

stor-owned

s

We can

1

CHAIRWOMAN MOORE:

t

rea

f

what preferred class of customer?
MR. COLEMAN:

s was

s

of

under the Rec
customers such as
districts, water
for instance

SMUD

s area,

11

we

have the Air Force base and
Palo Alto, Santa Clara,
districts from the
serve.

border we

For instance, Los

Power

is a public entity as opposed to

Edison being

an IOU, and you are

serve a

preference customer that

ls

a

fit

organization.
ASSEMBLYMAN LONGSHORE

f

lower to them?
MR. COLEMAN:

As a

s

1

it is based on the hydro-

some

imports from the
ASSEMBLY~ffiN

LONGSHORE:

And

their portion, would that

3

now

is
go to

PG&E?
MR. COLEMAN:
statement.

now

a

It

have to go through a

•

and

there is a regulated

a

process we go through, s
ASSEMBLYMAN LONGSHORE:

s cost

would definitely be
MR. COLEMAN:
statement.

It

I would think so, because

megawatts coming from
117

6

MR. GOLUB:

We are

arrangements that

see if we can

concentrate

out

of that power in

f

the SMUD area a
as

we're reviewing.

to

agencies within the area,

of

publ

s

of that

sort.
ASSEMBLYMAN LONGSHORE:

(INAUDIBLE

MR. GOLUB:

the

get a fair chance to
municipality.

even i

We are

the

to

area an

is significantly better than
This would

which

current s

are

of

a

CHAIRWOMAN MOORE:

Mrs

ASSEMBLYWOMAN WRIGHT:

I

SMUD,

to

giving them assistance bas
up as subsidiary

Wel , f

st to

f

entity being a subs
real reason is

a

't

I

create

really natur

1

But

0

bureaucracy

employees.

set SMUD

so

MR. GOLUB:
would be the f

't

more than the

to

to

area, because we are

facing.

we

s

The

have

now are
re

s.

We have

Sacramento area is

spread the fixed cost of our

tern

1

more customers

It can

resulting in lower costs

you

would gain in the extra structure
we

important, I

ASSEMBLYWOMAN WRIGHT

of

you were discussing now

are pre

customers and PG&E is a
MR. GOLUB:

I'm

to the

Chairwoman we hadn't real
continue as an

f
liar

z

which was as an

serve

this purpose rather than

1

re

to

We

get away from the semantics

ss

arrangement that re
That's where we don't want to
slogans that I'm

out

what's the structure.

Let s

lowest costs, and

the

deciding.

of

of

The SMUD

want to look at our

come

in and say they don't 1
CHAIRWOMAN MOORE:

I

se

lines, you are going to
to have to let
to do that.

So,

I

come

not

are not

So,

we are going to go to Mr. Wr

le

Power Administration.
1

MR. STEVE WRIGHT:

My

name is Steve
I'm here repre
Power.

Bonneville

I would 1

f

this invitation to

this is the

To my

first time Bonneville Power

be

a

of

the California Legislature.
BPA's

to statute, is

1

to serve the 4 state area of the
Idaho, Oregon and Washington.
referred in some cases

st:

i

However

BPA is not,

Montona,
has been

not a

to

take advantage of the s
relationship with

was

i

energized in 1968, 20

350

million megawatt hours of
That has saved

both

literally billions of

We

all

of the utilities repre
the utilities

, all

State

We have made an of
Utility District.
strength we have

That of

to
is

the bulk

constraints we are
describing the s

Sacramento

just
to
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We bel

we are

power supply market.
Municipal

1

lk
Sacramento

We

s

s

starting at about 30

lls

, as we

understand it, is about 25% less
We have significant surpluses
to sell on a 20-year basis.

costs.
are prepared

We

predictability, and we

able to

deliver the power to the border

s great

power to sell and the

t we

consummated a deal so far.

Let

the constraints that we
First of all

to

transmission access
power to the
intertie capacity

SMUD has

of

would

from the border to the SMUD

as we

understand it, is
is the remaining 100

power.

We have made an of

725

megawatts of energy.

s of

capacity.

we

So,

serve additional power to SMUD
There are two
well as transmission.

as
F

is

we

12

operate under, which requires that

we sell be

surplus to the needs of

contract that

we offer to a Cali:fs>rnia

to

that the power will be excess to

of

creates some concern for California

1

st.

s

s whether the power

will be available 15 or 20 down
Third, there is also concern
single largest outage on the

is known as the
In ef

1

only one transmission line that goes
that transmission line goes out

these strengths and

SMUD system.

is
that we see

made a three part offer to SMUD

If

in making

11

sure the lights stay on, and

, we have

reserve.
the

, we
11 deal those

constraints.
First we made an offer that
megawatts of power to SMUD

low us to sell 100
Whenever

SMUD is interested in starting
Second, given that
Project is on the board and

Cali

ssion

is

forward, we made an offer to sell
completio~

of that line.

It is our

SMUD

have up to about 200 megawatts of
utilization of that line, we

11

would be consistent with that
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to sell an amount

int

Third,

iz

recognizing in some

are a real

match, we have

an

joint venture
to SMUD.

to

would al

It is our bel

enter

a

us

f we

power that could benef

sale
have

amount of low-cost

Distr

the

constraints that we

to

together a deal
could benefit.

SMUD
We

rece

a

11

to

indicates they would be
put forward.

We do

we hope to meet

we

to go

and

them soon.

CHAIRWOMAN MOORE:
lvlR. WRIGHT:

You have

SMUD?

We

be

interested in see
system.

I will cone
CHAIRWOMAN MOORE

haven't forgotten you.
from SMUD and PG&E.
perspectives.

We are

-- I

l

Let's

Are there

don't

we let PG&E and SMUD
want to add?
MR. FRANK HAHN:

Yes.

I

think if you refer
Deputy General

I

of SJv1UD

is
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m

important to notice on the charts

red line are

me,
to

PG&E rates that are forcasted
California Energy Commiss

of

PG&E succeeded in getting

PUC staff

the rate base.

The top line

area is if
goes into

of

that if SMUD would terminate

Seco; walk away from it, and
has

purchase power under a contractual
offered by PG&E in response to

st

assumes higher level of decommiss

costs.

some dry years take place.

band,

1

It

In

It also assumes
over

long term

Sacramento rate customer owner is better off than PG&E
in future.
green band.

What SMUD is looking at

are shown

That includes the

holding company.

MR. HAHN:

restart.

The bottom line

CHAIRWOMAN MOORE:

ludes

t

The

s

worst case.

That worst case

independent consultants, by the

I

and by the investor bankers
case.

S

worst
if

It's like selling your

American
That's

River and indicating that Folsom Damn cou
kind of worst case it is.
CHAIRWOMAN MOORE:
MR. HAHN:

sents ....

Those are

are looking at that have been

to
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1 of

we

1

band.

course

CHAIRWOMAN MOORE:

I m

to tell

let Mr. Golub go, and he is
MR. HAHN:

now

to have to
wrong that •..
's one

If you

interpretation of PG&E's offer
frozen for 3 years.

where rates are

is

appeal to

You can see

that is the red line stays level.
level for 3 years and

ze

proposal that would
term.

s, under the

shows
rate ,

But in the long term, we
CHAIRWOMAN MOORE:

't.

?

Now, see

have

I

to

let Mr. Golub respond.
MR. GOLUB:
now.

of

I hadn't seen
SMUD

I'm glad to see

se

s

s with
came

an open mind as they indicated
prepared charts.

1 just

comment on

In any event, I can
s

except to say that one

se

to

of the freeze and as to what
it will escalate.

All
saw when

This chart, which I

•

out.

f

few moments
the

ago, I spot an error
thing.

the rate SMUD

As of today our rates are
charges 53% of the

customers.

Our rates are basically

rate

I
the

rate.
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f

res

s.

CHAIRWOMAN MOORE:

Your

ze their

current rates, not yours, isn't
MR. GOLUB:

?

We are

a rate

element of which one used -- we haven't

the

freeze at the minimum means no one's rates
CHAIRWOMAN MOORE:

Wait,

Are

something that I didn't know be
MR. GOLUB:

?

Is there a

think is the rate that is going to

MR. GOLUB:
think.

telling me

Yes.

CHAIRWOMAN MOORE:

that's going to

up.

11

ss

what we

1

en

not

the rate

frozen?
It is going to be

as

as

I think the argument

But

be at least as good, there will
CHAIRWOMAN MOORE:
all-time high for them.

F

no
st of

1, as

So to freeze

what I would consider good.

If

s is an

SMUD,

1 is not

at
rate

cons

obviously that would be one . .
MR. GOLUB:

s

Our rate is

I can give you the numbers as to what

are

e

are

basically close, but our rates are
I look at this chart, which I

never

where the starting point, they start the PG&E
and a half higher than their 1
right this moment.

I don't

you look at

a

11

I
to
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to te 1

you that.

down,

base 1

If you move

move the red
thing

thing down proportionately,
overlaps their green and yellow
reasons

CHAIRWOMAN MOORE:

rates are lower

because you have baseline

is one that they don't

have.
MR. GOLUB:

I think

a smal

ratepayer perspective, as

as

line.

From a

are

a

good product ...
CHAIRWOMAN MOORE:

The
freez

when you talk in the past
SMUD's rates you were talking

MR. GOLUB:

rates
So

that you are not talking

been

I m

to

SMUD rates.

We are

SMUD area

will have their rates at
the rate freeze.

that

s

en

not

You

over

s

s

what if the PG&E rate is even

We

gotten to that kind of a
thought you were

of

refinement, but bas

s what I

me

CHAIRWOMAN MOORE:
MR. GOLUB:

't

It is

s.

We haven't

to that

ly,

we're there and unequivocal
because the base point is off.

to
so.
I

Obviously, you don't have the

s

can see
to
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of
bas
is

ze,
away
at it.
ls of

I'd like to know what's behind
base is off at 1987.

But r

We are at the same point

It is just

in rates as they are.

I can tell the

two s

If you

to overlap almost

s

just looking at his chart, the two l

s

precisely if you start off at the same
that SMUD projects

I also know a few other bas
a 37% increase and I know that we

ject increase of that

magnitude, despite even the most

le outcome of the Diablo

case, our projected increases will be less

lf that.

is something wrong with that chart, but I can't
details because I just saw it today
MR. HAHN:

you the
st

f

If I can just make a comment.

system average rates.

are

Those are not rate structures.

speaking to rate structures,

is true
But he

residents are effected by this

There

He is

50% of the

sn t te l

how much

lower PG&E's rates are for
customers because in fact SMUD are cons
PG&E's.
CHAIRWOMAN MOORE:
MR. GOLUB:

We're

to move

Will I have a

to

ss some

these other comments?
CHAIRWOMAN MOORE:

We

11

s to sum up

2

your comments.
MR. GOLUB:

I'll

less.

We
bene

should be evaluated on its
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to

We

consumers on both

s aboutpublic

power, which are es

As far

as diversity as

i

Western Air Power

Power

Administration, 12 or so munic

irrigation

districts, all of that

in the

11

ss one way or

the other regardless what
proposal.

All of

goes

CHAIRWOMAN MOORE:

are

aggressively pursue the

MR. GOLUB:
on that.

Power o

1

that you are pursuing

to
same manner

SMUD?
We have al

and

to

Obviously, we want

least cost to our customers.
proposal makes sense, we
CHAIRWOMAN MOORE:
makes a lot of sense.

We

If that

1
On

1

All

to move on to

next panel.
ASSEMBLYMAN FRIZZELLE

•

, I'd like to

point out if PG&E, and I tend to favor
public power, if PG&E p

s up

with SMUD, I presume you would
hydroelectric facil

s,

of power, the 85 pre
would broaden the scope of

assets
so p
contracts

rather than
s

s as the
s sources

customers so to
customer
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then

broadening and adding more customers

power capital

assets with the hydroelectric and so
end up with a lower cost

probably
even

ect at

can

moment?
MR. GOLUB:

Basically, that's correct.

of the two systems would result
consumers and their consumers.

The natural fit

lower costs
So,

both our

is a

kind of

situation.
ASSEMBLYMAN FRIZZELLE:

So,

of things that

k

would enable them to deliver at the rate structure that they are
delivering, you would pick

as assets to

would most likely allow you to
MR. GOLUB:

company which
rate structure as well?

Basically, that's correct.

But

thing that causes the reduced rate is not so
generating resources as the shape of
a growing market and we can

market.

Because

is

cost of

system over to more people.
CHAIRWOMAN MOORE:

we

about it at all but with Diablo

't
the

there, you talked about a 37% rate

with

?

the spread of Diablo over there, we
would be the potential increase as

What

some of

cost

of Diablo?
MR. GOLUB:

When I saw

I

memory for the number, but I
don't have the precise number.

in my

I

ss than half
I can
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that

I

CHAIRWOMAN MOORE:

Why don't you do that.

Why don't we

go to our last panel who represents the ratepayers and the people
to
made.

of any decisions that are real

Why don't we go right down the list.

and three names.

be

I have four

Why don't we start with the person who I don't

have which is the young lady here?
MS. WENDY PRICE:

Tell me who you are?

I'm Dee Price, and I'm the founder and

the current chairman of the SMUD Ratepayers Assoc
defer to Dennis Diede our vice president.

I

11

But I do have a

suggestion for some legislation.
MR. DENNIS DIEDE:

Chaiwoman Moore, I'm Dennis

sident of the SMUD Ratepayers Association.

We have

studying the issue since PG&E first actually got involved in
talking about buying SMUD.

Since then we seen five or s

options that have come up before the board of directors.

We feel

before a decision to sell SMUD is made that other alternatives
need to be addressed and inherent problems must be solved.

From

our grassroots perspective, we see SMUD with several
The

•

s

be

ineffective and unresponsive management.

occurs from top to bottom in SMUD.
exper

s

I personally have 20 years of

dealing with SMUD from all levels from the board of

directors to line crewmen, to welders, and ditch diggers
street.

s is an ineffective management at SMUD.

the
s re

in financial problems and that's what got SMUD into trouble.
s

caused the problems at Rancho Seco
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was

originally built.

These problems are now being addressed and

paid for long after the people who did the original construction
have gone down the road.
The next problem I'd like to addressed is the lack of
public overview and its scrutiny.

The board of directors gives

the information before the board meetings, but this information
comes out sporadically and is almost unintelligible because you
cannot fit the different pieces together into a clear view of
what's going on.
CHAIRWOMAN MOORE:

Under law, we have directed SMUD

provide a better public forum.
MR. DIEDE:

Is that not occurring?

Not to my knowledge.

I have been having

problems in getting information from SMUD.
one of those to you.
week.

I would like to relay

I was in SMUD's office on Thursday of last

I went to the security officer and requested to talk to

somebody who can give me the management structure chart of SMUD.
He wouldn't let me go to any of the officers until he was on the
phone 15 or 20 minutes trying to find the one person who can give
me the information.

When he failed, he finally sent me to the

3rd floor, to the Personnel Department.

Fifteen minutes later

the lady in the Personnel Department finally came up with a
management structure that was almost 6 months old.
poor copy at that.

It was a very

I would think that this information should on

the counter in SMUD's main office available to anybody who wants
to walk into the door and pick it up.
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It took me another hour to

obtain a copy of the MUD Act and financial statements from SMUD.
There again this information is only available if you know what
to

you are persistent enough to

person who is willing to give it to you.

to

We see this as a

problem.
We see padded payrolls and favoritism in promotions,
demotions, hirings, firings, and in the way job assignments are
laid out.

I have seen these things personally over the years.
Now, comes on the problem of Rancho Seco and

uncertainly and fear in the minds of the ratepayers.

creates
When there

is still uncertainty they begin to say "Any way out, PG&E's offer
s real good."

But they don't have all the information they

need, because they get information out of news articles, they get
it out of public broadcast, by SMUD, by PG&E, conflicting
formation, and we believe that has to be solved too.
CHAIRWOMAN MOORE:
comments.

Let me see if I'm clear in your

You said a lot of things, but basical
need, as you see it and in your group,

there is a
the SMUD

board to be more open to the public in the working out of
customers' concerns.
MR. DIEDE:

If you would bear with me I have a few

that I would like to make recommendation to you.
First of all SMUD should adopt a policy of complete
information and make it readibly available; not fragments of
information.

Give the public access to records upon request
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rather than having going through a security guard and fifteen
departments to get to the guy who got the information.
CHAIRWOMAN MOORE:

When you

SMUD

mean?
MR. DIEDE:

Financial records on how much they spent on

line crew and chief salary in a year.
CHAIRWOMAN MOORE:
MR. DIEDE:

You mean public information.

It s like you have to know somebody who

known somebody who knows somebody to get anything.
fair.

The other thing is they

a new manager.

That's not
They now

need to give him room to control, to reorganize, streamline and
facts to the publ

l

and to the board without

board members screening what he says; changing the meaning of his
words,

giving their own points of view different from his.

If he is a good manager, let me manage.
manager, terminate him.

If he is not a good

But the board should get out of the

day-to-day operations of the manager's of
CHAIRWOMAN MOORE:
hand the

In defense of the board, on the one

are attacking them

not doing very much of

they are supposed to do, and on the other hand you're saying
should not be involved.
MR. DIEDE:

We believe the board should set po

way the policy is

has

s.

to be at the

of that individual who was hired and has expertise in
's all we re

at.
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CHAIRWOMAN MOORE:

There was a bill and that was

supported by the SMUD board that did get very far in this
slature which would have done just what you wanted it to do
It would allow the general manager to totally run the enterprise,
but we feel that the SMUD board is accountable to the people who
elect them.
MR. DIEDE:

•

I don't mean to say that the manager

shouldn't be accountable to the board, but to the board as a
whole, not to an individual board member who shows up in its
office on Friday afternoon and says, I want you to do this and I
want you to do that.
CHAIRWOMAN MOORE:

That's the responsibility of the

board.
MR. DIEDE:

We believe those things need to be

considered.
CHAIRWOMAN MOORE:

You want legislation to present

someone on Friday afternoon.
MR. DIEDE:
f

No, no.

I'm saying the manager is torn

directors in five different directions.

CHAIRl"lOMAN MOORE:
MR. DIEDE:

Some thing we can not legislate.

At least you allowed me speak it in the open

and I appreciate that.
CHAIRWOMAN MOORE:
MR. DIEDE:

Okay.

Go ahead.

Lastly, the more the taxpayers and

ratepayers from our county know about SMUD, and the more open
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SMUD is with their information, the more intelligent the decis
they can make when it comes to the ballot.
on

street.

is just no

say

solve the problem, so sell it to somebody.
it.

We hear a lot of

Let's just

r

of

We as the Ratepayers Association thinks there is a better

way.

Fix the problem, then we won't need to sell SMUD to PG&E.
CHAIRWOMAN MOORE:

Are there public meetings being held

giving the public general information about some of the things
that are going on internally?

Are they being done?

Thursday

night, is that done on a regular basis?
MR. DIEDE:

SMUD board meetings are twice a month.

We

were thinking something more along the lines that SMUD
acknowledge certain groups like SAFE and our Ratepayers
Association and several others and direct press releases to them
if

to keep them informed and allow us to inform our
you will.
CHAIRWOMAN MOORE:
MR. DIEDE:

So, you are not on the

1

We are not on a mailing list.

You

mailing list as the days go by.

list.
1

You don't know

are on or off.
CHAIRWOMAN MOORE:
MS. PRICE:
that
Seco.
power.

All right.

Thank you.

Thank you

I will be brief.

We have

are spending $20 million per month to

Rancho

That does not include the cost of purchasing outs
At $20 million a month for 12 months, that $240
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11

0

f

That Thursday evening the board approved the sale of $150 million
worth of bonds.

That is not going to cover one year.

37% rate increase

announcement.

the next 18 months.

We also
was SMUD 1 s

At last Thursday's board meeting, I was assured by

the board and Mr. Frank Tindal that there would be no rate
increase in the next 12 months.

Does that mean we are going to

impacted with a 37% increase within a 6 month period?

•

This

organization has been long been a supporter of nuclear
Rancho Seco until we had good cause to criticize.

; of

We now feel

maybe it is going to take legislation to set up a public
a

rs, or public information office such as the California
Commission has, or the PUC has to assist ratepayers with

getting through to the proper channels at SMUD.
hear complaints from ratepayers.

We constantly

I have experienced some of

customer service-type complaints.
ASSEMBLYWOMAN WRIGHT:
CHAIRWOMAN MOORE:

If I may?

Mrs. Wright.

ASSEMBLYWOMAN WRIGHT:

I look upon the SMUD board

same as I would the City Counsel.

•

the

I would ask you since

are

icy makers and what you are asking is for a policy
is

In the course of their meetings do they have a point

time when they take public input on any issue the public
shes to bring up?
MS. PRICE:

Generally, under Statements From Visitors,

is at the end of meeting which could be midnight to 2
0
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ASSEMBLYWOMAN WRIGHT:
c

They usually have someone from

council that wants to listen to them.
MS. PRICE

a

s

if

controvers

issue.
ASSEMBLYWOMAN WRIGHT:

Have you suggested to the board

that they have this public input
meetings.

the beginning of the

When do they start, 6:30, 7:30?
MS. PRICE:

This was done in the past.

This was

immediately following TMI because we had a large number of
anti-nuclear people coming and very frankly fillibustering and
stretching the meetings out to 2 or 3 in the morning.
ASSEMBLYWOMAN WRIGHT:

Again, the Chairman of

board

has the right at that point to point-blank, upfront, tell you how
long you're going to speak and what they are going to accept and
not accept

can control that as a public entity.

control that.
tells

They can

I just don't like legislation that constantly

le how they are supposed to run their
feel that

I

real

kind of information that I'm
at

board and they should be

on

as to how they are going to approach it or listen to
you

to s

Because they have to come up for reelection,

correct?
~S.

PRICE:

That's r

ASSEMBLYWOMAN WRIGHT:
They

Yeah.

You're the const

listen or they are out of a job.
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MS. PRICE:

I would like to respectfully suggest that

this committee attend some SMUD board meetings and see how the
public is treated.

If we were treated like we are treated

at the SMUD board meetings, I don't think we would be having some
of problems we are having right now.
ASSEMBLYWOMAN WRIGHT:
MS. PRICE:

When are they up for reelection?

November 1988, three of them.

ASSEMBLYWOMAN WRIGHT:

Well, what are you going to

about it?
CHAIRWOMAN MOORE:

We are going to record that Mrs.

Wright moves everybody thrown out of office.
MS. PRICE:

Can I make one point please?

CHAIRWOMAN MOORE:
MS. PRICE:

Sure.

We have gotten bits and pieces of nuclear

operations budget, and I know of other individuals throughout
this country have tried to get that information.
impossible.

I know there was a group that was going to go to

court to get it.
us wrong.

It is literally

We have a fear and I wish that SMUD would prove

I wish they would stand up and make the information

very public.

But if you took the cost of construction for Rancho

Seco and all of the repair cost, the nuclear maintenance or
online modifications, that we have now put more into that plant
than

is worth on paper.

If SMUD board and staff can prove

that we're wrong on that, we would be thrilled to death to hear
it.

But it means they are going to have to make publ
nuc

operations, and we would like to see
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1

CHAIRWOMAN MOORE:

I think the budget ought to be part

of public information since public dollars are expended on it.

I

guess my question would be, so what?
MS. PRICE:

Well, it becomes a time no matter how much

you want to keep your old car, you just don't continue to put
money into it if it is not economically feasible.

And we really

don't know if we are at that point or not.
CHAIRWOMAN MOORE:

I think the question is that they are

on the threshold of a restart, so to speak, and you said your
group has been a supporter of nuclear power, we are three months
away out of a $20 million a month program, it doesn't seem to
make much sense at this point to stop.
mean to try to stop it.

You heard what it would

I'm just not so sure I agree with you.

In terms of public information, you ought to know that.

You

ought to have those figures and shouldn't have to fight for it.
I think the board members today that will hear the word and maybe
that will help to free up that information.
ASSEMBLYWOMAN WRIGHT:
We should be ab

Three votes are here, isn't it?

to get something.

CHAIRWOMAN MOORE:

What did you say a quorum?

Wright is saying the quorum is here.
and stuff

Mrs.

They can make your

lable.
ASSEMBLYMAN LONGSHORE:

It would seem we're

a

new business or that would be the point of view that you should
look at as far as Rancho Seco is concerned.
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If you curtail it or

stop it at this point you would never, ever have the opportunity
to recover.
have

Whereas if you continue with the 3 months, you do

opportunity to recover your costs.

So,

ef

, what

you're saying is everything they have spent at this point in
time, we either trashcan or we take the opportunity for 3 months
more of deciding as to whether or not we are going to be able to
recover our costs.

I think that should be the approach.

MRS. PRICE:

That's true.

It's three months now, and

three years ago we were saying the same thing.

We were getting

the same amount of information that we have gotten to date.
ASSEMBLYMAN LONGSHORE:
government who testified.

Today you have heard the federal

You have heard a number of other

people testified that would probably bear witness to the fact
that SMUD is on track this time.
CHAIRWOMAN MOORE:

I guess that still doesn't really

answer your question, but let's move on and hear from the
s

ss cowmunity 1 by Mr. Jim Butz.

Then we will wind up

my friend Ed Lewis.
MR. JIM Butz:

•

First of all I appreciate the opportunity

to come out here from our headquarters in Pennsylvania .
CHAIRWOMAN MOORE:
speak

Why don't you identify yourself and

into the mike?
MR. Butz:

My name is Jim Butz, and I'm the

Electric Supply, Air Products and Chemical Incorporated.
respons

for the purchase of $180 million a year for
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of
I'm

ity in the United States at approximately 30 major

e

of our company.

Twelve million dollars of that
Cali

occurs
Clara and SMUD.

Santa

at two

s

It is not an accident that those two
ifornia are on public power.

in
I

also have an

You have not only my full text, but

t

the

might as well cut some of my testimony short

front of you.

Suffice it to say

my pos

is

a PG&E merger with SMUD would be a very grave
mi

Given the amount of money that my company spends

SMUD

which is $6 million a year, I have taken a very careful
at all of SMUD's resource plans over the last 3 or 4

I have taken a careful look at that chart.
care

look at PG&E's resources.

I have taken a

It is my opinion that what I

hear

in fact reenforces that opinion, that SMUD is

restart

s nuclear powerplant.

plant

s.

to

That the restart of the nuclear

provides the least cost option for electricity on the
term SMUD ratepayers.
time

if

PG&E has come out of the box at
that restart now

1

s
so

This is PG&E's only chance to take over SMUD.

c

For the past fifteen years if my company not had the
between PG&E and SMUD or Santa Clara, it would have cost
us

the range of $4
purchases.

e

bas

11

a

extra

If you see on that chart today

costs for the two

s are not
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far

rates

They are as close as they have ever been.
major reasons.

That's because of two

You heard essentially a lot about one reason

want to tell you a little bit about the

I

one.

From SMUD's standpoint the outages of the Rancno Seco
Nuclear Plant since December 1985 has caused two costs.

One the

extra amount of money they had to spend to restart the plant in
terms of capital improvement.

The second one is the extra cost

of purchasing replacement power.

The extra cost of purchas

replacement power goes directly from the pockets of the citizens
ratepayers in Sacramento into the pocket of PG&E.
Because hundreds and thousands of dollars every day Rancho Seco
sn't run, that money is paid to PG&E which provides
replacement power.

That has driven up the costs that everyone is

well aware of electricity in SMUD.

From the PG&E's standpoint,

the standpoint of their rates, a substantial portion of PG&E's
electricity is generated from natural gas.

That is very

from the situation at SMUD which relies on

dif

ic power and nuclear power.
a major

As we know in 1973 we

1 shock, and natural gas prices increased

lly.

As a result, PG&E during the 70's had some of the highest
rates in the country and SMUD had some of the
, natural
last

s has dropped dramatically.

In fact just in the

years, the price of natural gas in Cali

from approximately $6 a million BTUs to less than $2.
situation to continue.
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st.

I don't expect to s

has
I don't

f
for

s from now and still be able to buy gas in California
1.80

11

BTUs.

As a result, I expect the PG&E rates

as

gas goes

I

as well.

to the rest of the

or

to SMUD from my company's standpoint is that
s an alternative which is not t
is

to natural

turn tied to world's oil situation.

SMUD does not depend

ssil fuel.
' t describe what my company does with
e

CHAIRWOMAN MOORE:

Why don't you teke one minute to do

we need to move on.
MR. Butz:

using only electricity, we take the air and

of

convert it into oxygen for hospitals and

1

for the

ifornia Semiconductor Industry.
f

cr

Briefly, it represents about 70% of our cost

lars

, but

1 to us and what we need is

So, I

So not only

we

is an

that is

e

costs over the
SMUD

s

occurred several

be
would

to a

lly

I don't believe a merger is necessary to solve the
s

I don t anybody

Seco
that we wou

here having

was st

If

s hearing today if

run 1
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a

have ran

Seco

wouldn't be this hearing, because SMUD rates would be
dramatically lower than they are today.
need a

The issue is not that we

company to take over public company, and it is not

that we need a large company to buy a small company, that is not
necessary to solve the Rancho Seco problem.
Rancho Seco doesn't run.

The problem is that

The issue is how do you get it to run.

Now, I have heard the NRC make some more positive
statements that I would have expected them to make, and I
SMUD make more positive statements that I expected them to make.
But even beyond that, the issue of the Ranch running again.

•

it is not

If

sible for SMUD to run the Ranch, what about Duke?
three identical nuclear plants.

They run like a clock.

They have the best onstream record in the nuclear power.

So, it

is not the physical facility out there at Rancho Seco that's the
lem, it is the way it has been run.

SMUD will admit that,

and obviously, they are trying to correct it.
In addition, we have heard from Bonneville.
from cogeneration people.
there to

We have

There are a lot of alternatives

the power even if it turns out that

restarting the Ranch is not the most cost effective option.
of

ions entails the purchase by PG&E.

I think a

only should be considered as an absolute last resort.
is no

If there

way, and no other alternatives left, on then

we take the drastic step of eliminating vital competition for
e

in Northern California.
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One

I put two caveats on

ld

I heard a lot about a rate freeze.
rate

is so much fluff.

ze

It's meaningless.

cost

s the actual

actual costs are going to be
ratepayers.

ssed on to
It

To me, talk about a
To me

the
are

costs

The freeze is only a temporary

s

di

ust advantages one group of people

, the economic analysis of Rancho Seco

other.

action.

has to be done prior to

PG&E

states if they took over this

lent

How can

the p

shut

away from restart?.
remental costs being

2~¢.

1

a

s

PG&E

We

The incremental costs for

out
is a

Seco, just the incremental costs, for nuc
4~¢

So, where does the

,

coming from?

Well,
have heard

4 2 figure, various figures

or

¢

that are much larger than that, are all

costs of

cost to
1 cost.

at

Rancho Seco p

That
have here

One is

ss than a

that can't be

Even with the amount that SMUD has

the
ld
lar:

has a

we

11

ll

It produces almost 900

s

You can

thou
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plant for that.

You especially couldn't build a coal plant for

that in California with the emissions requirements.
cost

It would

$1500 to $2000 per kilowatt, twice the cost of a Rancho

Seco in order to duplicate that facility.
The analogy of a car is not a bad one.

It is like

a car that you purchased years ago when cars were cheaper.
To the extent that you maintained that car and kept that car in
tune,

car could continue to run.

Now,

this car called

Rancho Seco wasn't maintained as well as it should have been, I
everybody agrees with that and that's why we have the
we have today.
comb.
I'm

However, it is being gone over with a

I believe and the NRC appears to believe, and

lling to spend another three months to find that that that

car is now going to get a clean bill of health and it is going to
run

the next 20 to 30 years.
CHAIRWOMAN MOORE:

Thank you for your comments.

Mr.

s.

MR. ED LEWIS:
Sacramento

My name is Ed Lewis, Council of

Organizations.

I have three points that I

First, the rate hearings for the past

2~

would 1

to make.

years

been something that should be divisive and frustrating
point of view of the public.

14403, Sect

We believe that Section

14403.3 and Section 14403.5 need to be amended to

take care some of the things I have put in my written testimony.
The

1 manager's xeport, for example, is one thing.
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It is

so

lex the public can't read it.

The format is terrible.

We

opportunity for rules and regulations to be
equal treatment
be

board.

one rule

ses come

So, we don't have one rule for one person

another.
CHAIRWOMAN MOORE:

They have not established a procedure

ing complaints.
MR. LEWIS:

Right.

We need to lengthen the hearing

ss so there are more meetings.

So, we don't have the board

action on the same night as it has

hearing.

It is

We don't know whether they have considered all of the
It is quite complex.
and

staff reaction.

Therefore, lengthen the hearings

have two or three hearings.
an

We need to study these

I

know that sometimes there is

situation, but this can be provided for.
We would also recommend that the board undergo training.

The lack of trust of
Not only is

on the present board is
unethnical procedure,

, we are told, breaking the law.

is

We

help this.

sent
that

is

more than PG&E rates.

But worst than

goes much further down to the 750 kilowatts are less
f

poor people, the low income
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low user

penalized most under the present SMUD rates.
done.

Something has to be

It is preposterous and ridiculous when PG&E comes in and

say we are going to freeze the rates.

I called top officials of

PG&E and I explained to them what would happen.

They have not

retracted or modified their statement one bit.

We are reaching

out desperately.

I have gone out to lines, which are bread

lines, and put on old clothes and talked to some of the people
out there.

They are taking food off the table in order to pay

their utility bills.

We are deeply concerned for these people.

The third point I would make is this, that is the
utility rates in Sacramento county right now, and this committee
I hope you will listen very carefully to \tlhat I am saying, the
utility rates have gone up with

S~1UD

84% in the last

2~

years.

Another utility, our regional sewer when up 48% this year.
Sacramento City has the highest utility rate in the entire State.
We think this is terrible.

It is not only an inequitable tax, we

certainly that tax in particular is onerous, because is it humbly
paid for by the poor people in the cities where they have to
congregate to live.

•

CHAIRWOMAN MOORE:

You know how I feel about that.

I

share your concern.
MR. LEWIS:

On that particular item, ACA 4 becomes a

critical item for you to address.
also a member of AARP.

I might say this that I am

They have authorized me today to say they

will give a priority item to ACA 4; for the adoption of that
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s

So you have not only Sacramento county, you have

entire state that would be behind as far as the seniors are
We are hurting.
taxes, cou

When you take a look at

1 of the

you please take a look by county and see what is

happening to the people.

Suddenly in Sacramento county has

become so bad we recognize that somebody needs to look at
rates, water rates, everything that is a utility.

Gather

ion and see how much the taxes are going up
le are screaming.

Proposition 13 and the Gann Amendments are

they are pushing things out through the ut

s.

that this committee will take a look at that careful

I

do

and

about it.
CHAIRWOMAN MOORE:

Thank you very much for your

comments.
ASSEMBLYWOMAN
i

~vRIGHT:

I have legislation that I carried

sently before Revenue and Taxation Committee which I

tried to 1

what they called user fees.

of

I have the who

s and the boards of supervisors a l
11.

I couldn't even

votes out of

is one of my concerns that it has been
way.

But, I wanted to asked basically, does SMUD have

rate?
CHAIRWOr1AN MOORE:
ASSEMBLYWO~iliN

Do you mean a base line, li

WRIGHT:

No.

1

I just mean a minimum rate.

words, if I were just connected to SMUD and I haven t
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?

been there in months in my home and I didn't use it, is there a
minimum rate I would have to pay?
MR. LEWIS:

Not to my knowledge.

ASSEMBLYWOMAN WRIGHT:

I'm on SMUD.

I can't figure out

my bill.
MR. LATHAM;

The District has a service charge, and you

would be charged that monthly service charge.
ASSEMBLYWOMAN WRIGHT:
MR. LATHAM:

I think it is about $2.40 per month.

CHAIRWOMAN MOORE:
MR.

LATH~l:

What is it?

You would have to request it.

It's automatic.

What it covers is meter

reading costs, the biling costs and those sort of things.
ASSEMBLYWOMAN WRIGHT:
month and I got a bill for $25.

I haven't been to my place for a
I'm trying to figure that one

out.
CHAIRWOMAN HOORE:

That's what I'm saying, it is not an

automatic if it is just a monthly service.

What she is trying to

say is there a minimum rate when the house is unoccupied or
something, is there a rate?

•

MR. LATHAM:
describing.

It's the customer charge that I am

If there weren't any energy used at all, it would be

a customer of about $2.40 per month.

It simply covers the costs

of having the meter there.
CHAIRWOMAN MOORE:

I guess we all live in Sacramento and

we are all not here for long period of time.
any $2.40 bill.
151

We have never seen

MR. LATHAM:

The refrigerator runs, those sort of

things.
CHAIRWOMAN MOORE:

Let me thank the people who

participated on the various panels.
informative.

I think it has been very

I think the reason why we came here is to better

understand the proposal by PG&E to SMUD, to get some reaction and
to also take a look at the other resources that were out there.
I think the presentations that were made, made it very clear to
us that this is indeed an issue that we will be looking at for a
time to come.
islation.

There have been some recommendations for

We will take a look at those.

We will be analyzing

those and you will be hearing from us in the not too distant
future.
Again, let me say thank you to each and every one.
ASSEMBLYWOt1AN WRIGHT:

I would like to tell the elected

board of SMUD to take heed to serve you here and start listening
to

people out there.
CHAIRWO~~N

ourn

MOORE:

s hearing.

With those comments, I would 1

Thank you very much for coming.
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September 18, 1987
Hon. Cliff Wilcox
Board President
Sacramento Municipal Utility District
6201 "S" Street
Sacramento CA 95812
Hon. Richard A. Clarke
Chairman of the Board
Pacific Gas & Electric Company
77 Beale Street
San Francisco CA 94102
Dear Sirs:
The Assembly Utilities & Commerce Committee will conduct a
hearing on the proposal of Pacific Gas & Electric Company to
consolidate the electric operations of the Sacramento Municipal
Utility District (SMUD) with the rest of its Northern California
operations. The hearing is scheduled for October 6, 1987 at the
Capitol in Sacramento.

I

The hearing will focus on the PG & E proposal, the views of
SMUD and other interested parties on the proposal, and other
options for SMUD and its customer-owners, including the State of
California.
PG & E's offer to buy SMUD is potentially a watershed in the
history of energy supply in Northern California. Northern
California demonstrates great variety in the types of public and
private entities that provide water and power to our citizens.
SMUD is the largest publicly-owned utility in Northern California
and is the key to maintaining that diversity. I believe that
that diversity and the healthy competition it sustains are
extremely valuable. Under normal circumstances I would consider
a proposal to take over SMUD flatly unacceptable, because of the
potential for fundamentally altering the relationship between
public and private power companies in California.

PG & E SMU Conso idation
Septembe 18, 1987
a

P esent circumstances are not norma , however
There are a
er of pragmatic reasons why the unacceptable appears quite
tive
At the top of the list is the uncertain
s rrou i g Rancho Seco. It is apparent that the lengthy Rancho
Se o o tage ha negated some of the economic advan ages that SMUD
s a a utili
he lo interest rates; populous, dense
growing ervice area; the access to low-cost h droelectricity
fede all subsid zed power. SMUD rates have een climbing
di
a time when ates for al other
ectr
utilities in
ia ave been stable or declining, and all other energy
e b n alling. The pr longed stress caused by these
ts has sapped SMUD s inst tutional strength and
as we 1 as its i ances.
trend can be eversed, if Rancho Seco is restarted and
e a ly for a period of seve al years. Howeve ,
is extremely uncertain, putting to one side the pending
me s e on permanent closure, and the generic concerns
ar eactors of the type i stalled at Rancho Seco.
asic abili
to comply with the terms of its operating
has been ca led into question. With the ongoing
li
at higher management levels, it is not c ear what
o to sati
the Nuclea Reg la o
Commission under
stances. We need larificatio on this point,
well
as essment of the non-nuclear supply options for the

ze and f nanc al abil
thst nd a
that closure of Rancho Seco would
r to a ept esponsibili
o clo u e a d
ocuses the fact that SMUD has substantial
ities that will af ct rates n the
future. The same point applies to PG & E s offer
he 1
gation before the Federal Ene
Regulatory
n w ich PG & E seeks damages from
UO for alleged
SMU 's end of the barga n to furnish ener
Rancho Seco
Any appreciable assessment o
t
ould raise rates an additional a ount fo
time.
rite-of

E a so as substa t al unce tainties that will affect
sion of the Diablo Can on ra
in PG & E s
ates in Northern alif
ch
15 %,
MU

r,
n

/

PG & E/SMUD Consolidation
September 18, 1987
Page 3

•
•

PG & E's proposal of a rate freeze at a time when SMUD rates
are at a historic high is, truly, cold comfort to ratepayers who
are told to expect rates to go down once Rancho Seco is resolved,
one way or another. The business community in particular could
be disadvantaged relative to other PG & E customers if rate
design proposals currently under consideration at the PUC are
adopted, affording PG & E the right to selectively discount rates
for favored business customers, but denied to Sacramento area
customers •
At the hearing, I would like a frank exploration of these
issues, and others raised by the proposal, including whether
enabling legislation is required to effectuate the consolidation
or any other options available to SMUD, and the potential "ripple
effects 11 on other public power agencies •
I look forward to your cooperation and assistance in publicly
exploring this dramatic and challenging development. Please
contact Bill Julian and Tyrone Netters of my staff to coordinate
your presentations.
Yours sincerely,

~

?Jt{gu_

GWEN MOORE,
Chairwoman
GM:wj

•
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MEMBER
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•
For the
ASSEMBLY COMMITTEE ON UTILITIES AND COMMERCE

Honorable Gwen Moore, Chairwoman

•

Interim Hearing on
Proposed Consolidation of SMUD and PG&E
October 6, 1987
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Good morning Chairwoman Moore and members of the committee. My name is
John Kehoe. I am a member of the Board of Directors of the Sacramento
Municipal Utility District.

First, let me thank the Committee for holding this hearing and for
giving us the opportunity to appear before you today. We at SMUD
understand and support your Committee's interest in our utility and in
the economic and policy issues raised by PG&E's "consolidation" idea.
This idea, first put forth in Chairman Clarke's September 3 letter
raises the prospect of radical change, not only for Sacramento, but for
the utility industry statewide, even nationally. Your Committee's
prompt action in calling this hearing, barely a month since Mr. Clarke's
letter, suggests that you share this perception.

My remarks this morning will be very brief. I intend only to provide a
little background by describing the District and what the Board of
Directors sees as its role in this matter. I will then introduce Mr.
William K. latham, SMUD s acting General Manager, who will provide the
· District's current perspective on the "consolidation" idea.
I

What is SMUD? SMUD

a local public agency organized under the

Municipal Utility District Act (Div. 6 of the Public Utilities Code)
with which your Committee

no doubt familiar. As a municipal utility

district, the District is governed by a five-member board of directors,
elected by ward for staggered four-year terms. Two of my fellow Board
members are present here

SMUD was
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and is expected to last another three

outage which has lasted

to a rapid escalation of rates

or four, have contributed

financial condition. Since 1984,

and to a weakening of
our rates have increased

to 89% of PG&E's electric rates on a
, together with the notoriety

system average basis.

, have increased public concern about

surrounding events at
the District to a very

and no doubt contributed to PG&E's

decision to propose "

with the District.

As the elected representatives of

MUD's consumer-owners, the Board of

Directors must take ultimate responsibility for the District's recent
problems. We are also

take responsibility for solving these

problems in a way which can assure the future reliable supply of
reasonably priced

our consumer-owners rightly expect.

I am here today to assure

We do not shrink
your committee and
responsibilities so as

that we are determined to discharge our
assure

long-term interests of our

consumer-owners.

In fact, we have not
The Board was becoming
Rancho Seco. A 1984
of corrective
actions in early 1985.

of these problems. By 1983,
concerned with potential problems at
by the Board identified a number
and we began to implement those
progress was not rapid enough to

culminating in the December 26

avoid a series of

extended shut-down.

incident which

changes at Rancho Seco have been made

Much more drastic

enormous sums of money.

since then. and they
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Recognizing that
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the integration agreement with PG&E,
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combinations,

. And finally, our determined
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efficiency at Rancho seco are

resulting in su

progress.

All of these
hopeful a
Board of Directors.

me
s

be more optimistic, more
time since I have been on

With that background, I would like to introduce Bill Latham, our acting
General Manager. Bill will describe SMUD's current situation and our
assessment of our options including the idea of consolidating with PG&E.
He is a veteran of 26 years service with the District, and is an
electrical engineer with a great deal of experience in utility
operations. He has served as acting General Manager for the past 14 months.
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CONCLUSIOf'.l
IN CONCLUSION, LET ME SAY, THE DISTRICT IS WELL ON ITS WAY
TO RESOLVING ITS RESOURCE NEEDS, INCLUDING THE FUTURE ROLE OF
RANCHO SECO AND IS EXAMINING ITS RATE STRUCTURE AND RATE
PROCESS WITH MAJOR COMMUNITY PARTICIPATION.
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CLEARLY, THE DISTRICT CAN HAVE RESOURCES AVAILABLE TO MEET
FUTURE CUSTOMER NEEDS.

IN ORDER FOR THE DISTRICT TO SELECT THE

MOST ECONOMICAL OPTIONS FOR FUTURE DEVELOPMENT, TRANSMISSION
ACCESS IS ESSENTIAL.

THIS TRANSMISSION ACCESS WILL INCLUDE THE

USE OF THE TWO PROPOSED LINES, AND WHEELING OVER THE PG&E
TRANSMISSION SYSTEM .
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COMMENTS OF GORDON W. HOYT
PUBLIC UTILITIES GENERAL MANAGER
CITY OF ANAHEIM, CALIFORNIA

Interim Hearing of
The Assembly Utilities and Commerce Committee

Honorable Gwen Moore, Chairwoman
on
Proposed SMUD and PG&E Consolidation
October 6, 1987
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Another advantage of the competition between public and
private systems is the opportunity for capacity and energy
transactions between various utilities. Anaheim can reduce its
power costs by entering into transactions with other utilities
which may have surplus capacity and energy to sell or may need
to purchase such capacity and energy. If the number of
utilities is reduced by take over or mergers the marketplace is
made smaller and transaction opportunities are limited.

•

•

Both courts and regulatory agencies have recognized the
benefits of competition in the electric utility industry and
have acted to prevent efforts by investor-owned utilities to
increase their market power at the expense of consumer-owned
systems. Federal courts have enforced antitrust laws to
prohibit investor-owned utilities from using their strategic
dominance over transmission facilities and sources of power to
foreclose or inhibit competition from publicly-owned systems.
The Nuclear Regulatory Commission has required utilities
seeking licenses for nuclear plants, including SCE and PG&E to
provide access to those plants and necessary transmission
facilities to publicly-owned systems in their areas. The
Federal Energy Regulatory Commission ("PERC") is required to
consider the effects of proposed wholesale rate increases on
competition between the utility seeking the increase and its
wholesale customers. Most recently, in a draft order approved
at its meeting of September 23, 1987, in a case involving SCE
and its wholesale customers, including Anaheim, the PERC
emphasized its concern with rate relationships which cause or
are likely to cause increased concentration of economic power
at the expense of a utility's competitors or to discourage
entry into the market. The benefits of competition between
investor-owned utilities and publicly-owned systems are widely
recognized in
e formulation and implementation of antitrust
and regulatory policy.
The benefits of competitive pressures work in both
directions.
e existence of publicly-owned systems as visible
alternatives encourages private companies to operate more
efficiently and to attempt to hold down their rates. At the
same time,
e need to compete effectively with the private
utilities has compelled publicly-owned systems to devote their
innovative skills and resources, both human and economic, to
acquir g power supplies at the lowest possible cost. The
beneficiaries of the competitive tension between publicly and
privately-owned systems have been all of the customers of both
kinds of systems, and all customers will suffer if that
competition is diminished.

1724hl00287

-s-

on

name
e to

Admini
present i

1

Munici

D

Western, as a

n

den,

Col

s more

Western's

s

e

power cu
ces
are 1
Salt

in

Ci

ora do;

2

La

0

on 1i nes, 240

0

a

0

d

more

serve

e

i

one year.

0

In

on
so

intertie
Cali
the

sed from
is

s

Federal

/

19
I

3

marketing

in

imported

i

serve the

Sacramento

With

•

are

i

ce cu

t

Western's

c

r

to
those

ip

transmission pl

Western's

services to SMUD.
Reel

on,

nee

e

power to preference cus

nee the

early 1950's when the i

be fu1

operati

reclamation law.

to
s one

law

res

under Federal
in the

i/'7

4

1

c

on

and

ies

fi

in

ons

El ec

recei

on

1

fi

ons

con nee on

its

a

i

s

also
with SMUD

a

proportion
and condi

ons

as

cu

i

e

an

d

a determination a

' 1

5

Regarding transmission access and purchase of power resources from the
ramento Area Office of Western imports both firm and non-

Northwest, the

firm power over its 400 MW share of the existing AC transmission lines. Since
1970 approximately 80 percent of all power purchased by Western from the

Northwest has been acquired through an agreement with the owners of the
Centralia, Washington, coal-fired steam plant or the Bonneville Power
Administration (BPA).

Other suppliers include entities such as British

Columbia Hydro, City of Tacoma, Longview Fibre Corporation, and Basin Electric
Power Cooperative.
the purchasi

As a general rule, Western has looked to the Northwest for

of surplus power because these purchases have been more

economical in recent years than to construct new projects ourselves or to
purchase from other suppliers in the state of California.

We anticipate that

the Northwest will continue to have surplus power at favorable rates so as to
power resource to meet our supplemental contractual

assure a
needs.

We also believe that it will be important for California to continue
smission system internally and those high voltage lines
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•

ng sources in other states.
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system to 500-kV, using non-Federal funding, as its
success of this project.

I am sure that you will be

s project and participation by entities and from my
believe that the state of California should continue

to support the construction of this Third AC line as well as other
transmis on
throughout

ec that will facilitate the most efficient use of resources
Western states.

BEFORE THE ASSEMBLY COMMITTEE ON UTILITIES AND COMMERCE
CALIFORNIA LEGISLATURE
OCTOBER 6, 1987
BPA's OFFER TO SACRAMENTO MUNICIPAL UTILITY DISTRICT
JAMES J. JURA
ADMINISTRATOR
BONNEVILLE POWER ADMINISTRATION
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It is important to note that the callback provisions do not apply to
capacity/energy exchanges. For this reason BPA has structured sales to
California utilities which provide for the sale of energy until BPA's
surplus is exhausted.
At that point the sale would convert to a capacity/
energy exchange.
This type of arrangement matches BPA's system which is
primarily energy constrained with that of California utilities which tend
to be capacity constrained.
Reserves
Finally, BPA recognizes that SMUD has limited connections to the BPA
system.
Consequently, a line outage could cause severe problems. The
provision of reserves would be necessary and becomes more important the
larger the purchase from BPA.
BPA's Proposal
Recognizing these strengths and constraints BPA has developed three
proposals to meet the District's needs.
These three proposals include:
-To enter into negotiations to sell SMUD power equivalent to its
existing transmission capacity.
BPA would sell energy as long as there is
a surplus.
Upon reaching load/resource balance the sale would convert to
a capacity/energy exchange.
-To enter into negotiations for the sale of additional amounts of
power under the same conditions as those noted above.
This sale would
become effective upon completion of the California/Oregon Transmission
Project.
-To enter into negotiations with PG&E and the District designed to
develop a joint venture proposal combining PG&E's resources with BPA's.
Such a proposal would be designed to provide benefits to PG&E, BPA and the
District.
BPA has written to PG&E asking about their interest in pursuing
such a proposal.
PG&E has responded that it is willing to evaluate any
proposal put forward by BPA.
Conclusion
BPA believes that a power purchase by SMUD from BPA could benefit
ratepayers of both entities.
Consequently, BPA is prepared to enter into
negotiations which would lead to a sale of power up to the amount of
transmission capacity available to SMUD.
I am encouraged by the
District's positive reaction to our proposal and we look forward to
initiating discussions with you.
BPA, however, is also prepared to sell additional amounts of power.
A
larger sale would likely require the assistance of PG&E.
BPA plans to
pursue discussions to determine if such an arrangement can be developed.
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Figure 7
FEDERAL FIRM CAPACITY SURPLUS
Capacity Available
For A 50-Hour/Week Sale
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Department ot Energy
Bonneville Power Administration
f);O. Box 3.621
Portland, Oregon 97208·3621
OFFICE OF THE AOMINISTRA TOR

In reply rafarto:

PKLC

Mr. Wf11fam latham
General Manager
Sacramento Municipal Utility District
P.O. Box 15830
Sacramento, CA 95852-1830
Dear Mr. Latham:
On September 14 1987, the Bonneville Power Administration (BPA) submitted a
response to your recent Request for Proposa1s. describing a long term power
transaction. As reflected in our response, SPA is prepared to provide power
to the Sacramento Municipal Utility District (District) at a price below the
District's alternative costs as indicated in the Request for Proposa1s.
1

SPA's proposal limited the amount of power available for sale to the amount of
transmission capacity current1y available to the District. BPA could se11 the
District 100 MW under the existing transmission access constraintst and would
be willing to increase the amount of power sold assuming energization of the
California/Oregon Transmission Project.
BPA would consider, however, increasing the amount of power available for sale
to the District should additional transmission become available for the
District•s use. BPA is prepared to se11 up to 725 average MW of firm power
and 1350-MW of firm capacity to markets outside the Pacific Northwest region.
The prices quoted in BPA's response are below the 42 mill-kWh rate quoted by
the District as necessary to be competitive. As described in our response,
BPA is also prepared to negotiate within the f1ex1bi11ty permitted under BPA's
Long-Term surplus Firm Rate Schedule SL·87 to meet the District's needs. It
is our belief that BPA could provide enou~h power to make a substantial
contribution towards meeting the District s re.source needs, at least for the
near future. This would be true whether or not Rancho Seco is brought back on
1ine. If in the future BPA has insufficient surplus for the District's energy
needs, BPA will have an ongoing capacity surplus which can be used to shape
alternative resource capability for the District.
from BPA to the District wou1d likely require
Electric Company (PG&E). For this
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reason we are a1so transmitting to PG&E a. letter soliciting their fnterest in
pursuing a joiot ventUre~ Acopy of that 1etter 1S attached.
· · We 1ook forward to your ~esponse.
. ... ,
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·Sincerely •
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ee:

Richard A. Clark:
Dfstrfct Board of Directors
C1 fff Wflcox
·Ed Sme1off
.·John Kehoe
Court Koehler·
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Department of Energy
Bonneville Power Administration
P.o. Box 3621
· Portland, Oregon 97208-3821
OFFICE OF THE ADMINISTRATOR

itu(iply refer to:

PI( LC

Mr. Richard A. Clarke
Chief Executive Officer
Pacific Gas and Electric Company
77 Beale Street
San Francisco. CA 94106
Dear Mr. Ciarke:
On September 14, the Bonneville Power Administration (SPA) responded to the
Sacramento Municipal Utility D1str1ct•s (District) Request for Proposals for
resource purchases. BPA's proposal was limited to an amount of power
equivalent to the D~s¥rict's existing contractual rights to transmission
capacity to the Pacific Northwest. It appears, however, that the District's
need for resources may exceed this amount. BPA is currently in a position to
sell amounts of power in excess of that specified in its response to the
District at prices we believe would be competitive with the District's
alternatives. Consequently, transmission access may be a limiting factor in
proceeding with economic arrangements.

•

Given that the District operates within the Pacific Gas and Electric Company
(PG&E) load control area. it may be appropriate to consider a 3-party
· .
arrangement which woul~ include PG~E, the District, .and BPA, . BPA 1s prepared
to enter into discussions with PG&E in order to pursue a joint venture sale to
the District. It is my belief that our systems may be well matched to provide
the lowest cost resource to the District. Greater coordination of our systems
is likely to benefit all our ratepayers •
PG&E and BPA have often stated that it is fn the interests of both the Pacific
Northwest and Ca11fornfa to achieve a balanced energy partnership which t
benefits both regions by promoting large amounts of energy transactions. BPA
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believes that a jo1nt.ventute may lle ~·good' opportunitY to further

.partnership.

1 1ook forward to your respon$e to our proposal.
.:

that
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Wi il fam Latham ·. .
: 01 strict Board of Directors
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Statement before the California Legislature
Assembly Committee on Utilities and Commerce
Hearings re:

PG&E's Offer to Buy SMUD
6 October 1987

JAMES H. BUTZ
AIR PRODUCTS AND CHEMICALS, INC.
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Rates were
ran below the
an average of
three

Seco

be

plants

1
60%) •

the

average

5 % verses

s

I
same

ld

have

been even
of PG&E 1 s
on

the

e

sed
the

California Commission's desire to subsidize both residential
gas

and

rates
the

electric

were

some

existence

consumers,

of

of

the

PG&E's

highest

SMUD or

the

in

Santa

industrial

electric

country.

Clara,

we would

Without
have

had

no choice but to pay these higher rates.
Now

natural

the early 1970's.

gas

is

at

its

lowest

price

since

In the last three years, gas has dropped

from $6.00/MMBTU to $1.80/MMBTU, which is roughly equivalent
to

a

decrease

of

6¢/KWH

significantly reduced
this

is

Rancho
for

combined

the

with

Seco outage,

the

first

time

to

cost of

the

the

two

natural gas goes back up,

This

drop

PG&E electricity.

increases

at

utilities

fifteen

in

1.8¢/KWH.

SMUD

due

has
When

to

the

are close in costs

years.

When

the

price

of

PG&E rates will go back up with

it.
In

addition,

PG&E has

not

yet

obtained approval

from the Commission to begin collecting for their own Diablo
Canyon

nuclear

plant.

Although

this

plant

representing

some of the most expensive electricity in the country will
probably

not

be

allowed

in

rates

to

the

full

extent,

it

will represent additional costs to PG&E ratepayers.
A merger between PG&E, the largest investor-owned
utility

in

the

U.S.,

and

SMUD,

the

largest

public

power

supplier in Northern California, would remove an alternative
supplier from the market.
the

price

of

natural

gas.

A supplier who
This
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is

alternative

not tied to
is

critical

to energy intensive companies

like Air Products which need

stable electricity prices over the long run.
A merger
Seco problem.
by

SMUD

only

needed

with

the

not

necessary

to

solve

the

Rancho

It now appears that having Rancho Seco run

is

this

is

one

of

resouce.

NRC

to

several

First,

satisfy

alternatives

SMUD

the

can

to

replace

continue

requirements

for

to

work

restart.

Safety is obviously the first consideration in the operation
or restart of any plant.

Safety comes first at Air Products.

We are not experts in nuclear safety; we rely on the Nuclear
Regulatory
stop

Commission.

running

and we

The
rely

NRC

on

has

their

ordered

the

plant

to

to

allow

it

expertise

to run again only if it is safe.
If SMUD's operation of the plant is not acceptable
to the NRC, Duke has offered to operate the plant for SMUD.
This proposal seems particularly attractive.

Duke currently

owns and operates three nuclear plants of the same design.
These
the

have

industry-over

Seco
Mr.

plants

before
Sawhill

properly
resources,

the
of

run

utilities.

highest

average

70%.

This

compares

current

outage.

McKinsey and
would,

in

Co.,

capacity

factors in

to

50%

for

PG&E's

own

consultant,

stated

combination

that

with

Rancho

Rancho

SMUD's

Seco
other

provide sufficient energy through the year 2000.

The only
which

the

resources needed would then be capacity
provided by pooling arrangements with other
SMUD

has

rights

to

-3-

200

MW

on

the

existing

northwest

intertie.

Currently,

to PG&E until 1990.

SMUD

has

granted

its

use

SMUD also has 400 MW on the new intertie

scheduled for completion in the early 1990's.
A merger

should

be

considered

only

as

a

last

resort.
Twenty percent of SMUD's current energy is supplied
under

a

long-term

purchase

contract

within

the

U.S.

Government in the form of the Western Area Power Authority
(WAPA).

This

power

is

available

to

public

agencies

on

a preference basis and would not be available to SMUD after
a merger with PG&E.

The power currently costs approximately

3¢/KWH and is not expected to escalate significantly.
In order to be beneficial, the merger must reduce
the cost of electricity.
arbitrary
at

the

later

rate

expense
date.

freezes
of

This cannot be accomplished through
which may

others

Electric

or

rates

subsidize

simply
should

some customers

postpone
be

based

costs
on

the

to

a

cost

If the PG&E merger is truely beneficial, rates

of service.

based on cost will show that and no arbitrary freeze will
be needed.

What good is a three-year rate freeze if rates

double in year four?
Permanent closure of
be desirable.

Rancho

Seco may or may not

Yet PG&E proposes to close it unequivocably.

Is this because it is the best alternative or is it because
it provides a market for PG&E power?
PG&E

is

currently

entering

-4-

into

contracts

with

potential
This

cogenerators

power

SMUD,

may

be

to

defer

beneficial

or

for

cancel
SMUD.

their
If

projects.

purchased

it would have to be delivered over PG&E lines.

should

be

required

to

transmit

cogenerated

power

or

PG&E
other

power purchased by SMUD at rates commensurate with cost.

In Summary:
- A merger between PG&E and SMUD would be anticompetitive.
- A merger is not necessary to solve the "Rancho
Seco problem 11 •
- A merger should be considered only as a last
resort and then only under the following caveats:
- Rates based on the cost of service.
- Economic analysis of Rancho Seco closure
and other options before final action.

•

- PG&E should be required to wheel power to SMUD
from other sources to further the competitive
environment .
Thank

you

for

the

opportunity

to

present

our views on a subject of vital interest to Air Products .

•
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by

Statement before the California Legislature
Assembly Committee on Utilities and Commerce
Hearings re: PG&E's Offer To Buy SMUD
6 October 1987
JAMES H. BUTZ
AIR PRODUCTS AND CHEMICALS, INC.
Outline of Major Points
A merger between PG&E and SMUD is anti-competitive
- For the past 15 years SMUD's rates have been
dramatically lower than PG&E's
- Rates are close now due to low natural gas
prices and the Rancho Seco outage
- Not having SMUD would eliminate a needed
alternative to PG&E. An alternative not
tied to natural gas
- That alternative is critical to energy intensive industry like Air Products which
need stable elctric prices over the long
term
A merger is not necessary to solve the Rancho Seco
problem.

•

•

- It may be possible for SMUD to restart the
plant
- If not, Duke Power has offered to operate the
facility.
Duke Power has three plants of the
same design.
Under Duke operation, these
plants have the highest average capacity factor in the nuclear industry •
- Many other alternatives have been proposed
to SMUD to provide long-term replacement power
A merger should only be considered as a last resort and
then only under the following caveats:
- Rates based on the cost of service not arbitrary rate "freezes"
- An economic analysis of Rancho Seco restart
and other alternatives prior to final action

Outline Continued
To enhance competition, PG&E should be required to transmit cogenerated or other purchased power to SMUD at rates
commensurate with cost
- PG&E is signing contracts with retail customers to defer or cancel cogeneration projects
This is power SMUD may need
- If PG&E does not need the power, PG&E should
be required to transmit it to SMUD if requested.
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BEFORE THE UTILITIES AND COHMERCE COMMITTEE, STATE ASSEMBLY
·ocTOBER 6, 1987

My name is Edmund Lewis, Immediate Past President and Chairman
of the Utility Committee, Council of Sacramento Senior Organizations.
The Council is made up of representatives of almost all of the major
senior organizations in Sacramento County.
We would like to make a brief prepared statement, and then respond to any questions you may have.
First, current law relating to SMUD, a publicly owned utility,
is not working satisfactorily.

We are referring specifically to

Sections 14403, 14403.3 and 14403.5 of the Public Utilities Code-relating to rate hearings.

The process that

~he

SMUD Board has

devised under the law has proven to be devisive &nd frustrating. In
all fairness the Board is attempting, after considerable nudging,
to improve the process.

•

It may need, however, some help from this

Committee .
While we do not want the

hig~ly

formalized procedures of the

PUC, we need a system that will be responsi';e to ratepayer testimony and requests.

The General Manager's report, required by law,

needs to be prepared in easy-to-understand language and format.
Work~hops

trict.

about the report should be held in each Ward of the Dis-

Rules and regulations about the rate hearing process that

provide fair and equal treatment should be adopted and be available
to the public at each meeting.

The rate hearing process should be
-I,lore-

-

2.

lengthened to include at least two meetings with testimony--permitting the staff to "hear" and react to the public input.

There are

many more details that can be provided if this committee wishes to
pursue the matter.

Suffice it to say, we believe the law should be

amended.
We would also recommend that the Board members receive training.
The lack of trust and teamwork among the Board members and with staff
is apparent.

Unethical board practices must stop.

Compliance with

the Brown Act should be enforced--with penalties if necessary.

SMUD

is a public utility and the public's business should be conducted in
public.

* * * * *
Next we would direct your attention to
at the end of this testimony.

Attachmen~''A"

and "B"

Please note that we are discussing

the average monthly electricity bill rates for the residential customer who heats with
1987.

g~s.

These rates went into effect on October 1,

SMUD rates are higher tha-

PG&E for the first 750 KWH!

only in the residential class does SMUD have higher rates.

And

The net

result is that low income, low-user seniors and the poor are currently paying more in an arcfane and unfair SMUD rate structure.

Al-

though the new rate structure provides a "modified Baseline" rate
for the first time, it is a long way from being satisfactory.
Then along comes PG&E with its offer to take over SMUD and
freeze rates at current levels.

Preposterous!!!

According to PG&E figures, 53 percent of the people in the SMUD
residential class would

continue with the higher SMUD rates "for

several years" if a PG&E-St•1t.!D consolicaticn took place.
?3~

Needless to

PG&E did not consider the negative political consequences of

3.
of such a n;o\·c·.

This matter was caJlcd to the c.ttcntion of top PC&E

executives prior to their appearance at the SMUD Board meeting on
October 1.

Unfortunately, they did not see fit to retract or modify

the PG&E freeze statement.

While seniors are not against growth per

sc, they do not want to pay excessively for the rapidly expanding
Sacrame~to

market.

Most seniors are in the residential class using 750 kilowatts
or less a month.

•

They are angry!

The bottom line, of course, is .... rates.
are giving

sufficie:~t

at this time.

Neither SMUD nor PG&E

attention to the poor and those on fixed income

The current SMUD rate structure and the promised PG&E

rate freeze prove that this is true.

* * * * *
FinaJJy, Jet's discuss the total utility picture in Sacrc::n!cnto
County.

This includes, but is not limited to public, private and

city utilities such as gas, electricity, telephone, water, sewer,
garbage disposal, transportation, etc.

I

ore finding the continuous utility rate increases and utility

j;-,cc:r.c
tux0s

i~Lolcr~ble.

cent.

I

year,

Senior citizens, on fixed

As you know, SMUD'S rates have incre3sed 84 p2r-

Cn tcp of this Regional S2wer rates are up 38 percent this
~nd

the

S~cramento

state at 8 percent.
Socjal

S~curity

City utility tax is the highest in the

Yet seniors received a 1.3 percent COLA from

thjs year.

The problem is exacerbated when no one

in gover':mcnt scciT1S to know (or real 1 y care) what happens when

cac..~

governm0nt entity and each utility acts in its own self interest,
and raises rutcs/tt:n:es a seemingly

small amount.

'I'he cumulative

effect is as de\·astating as runaway inflation for those on fixed
jncome.

-More-

4.

With Proposition 13 and the Gann limit in force, the total
spectrum of utility rates and utility taxes have increased markedly.
Senior citizens and the poor need utility rate/tax relief.

We hereby

request this committee to:
1 - Gather and analyze utility rate and utility tax information,
showing trends, for all utilities; by county and each city
within the county. With this information the Committee will
be able to make better policy decisions, and determine what
is the cumulative effect on the citizens Who must pay the
bills.
2 - Provide equitable utility taxes.
The present utility tax is
being levied in about 40 cities--and is not equitable. We
suggest you hold hearings and take affirmative action on
Assembly Constitutional Amendment 4. We support the ACA.
Thank you.
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RESIDENTIAL RATES
Effective 10/1/87

SUMMER

KWH
250
500
750
1 ,000
1 ,500
2,000
2,500

SMUD
RATE 17

PG&E

ElSB

KWH

RATE 14

ElSH

$ 20.70

$ 16.16

36.53
62.52
88.51
140.49
192.47
244.45

250
500
750
1 ,000
1,500
2,000
2,500

$ 21.60

41.49
63.73
85.96
130.43
174.90
219.37

$ 16.16
32.33
5:4.50
80.49
132.47
184.45
236.43

?50

$ 17.27
30.98
45.38
62.28
96.07
129.87
163.66

$ 16.16

$ 19.43

$ 16.16

36.11
54.43
73.99
113.13
152.26
191 . 39

32.33
51.49
72.57
124.22
176.20
228. 18

St~UD

~1.24

63.47
85.71
130. 18
174.65
219.12

PG&E

WINTER
250
500
750
1 ,000
1 ,500
2,000
2,500

$ 20.£7

41.86
64.06
86.26
130.65
175. OS
219.44

$ 15.15
38.18
64.17
90.16
142. 14
194. 12
246. 10

soo

750
1,000
1,500
2,000
2,500

32.33
48.49
64.65
115. 96
167.94
219.92

ANNUAL MONTHLY AVERAGE

----7'-

250
500
750
1 ,000
1,500
2,000
2,500

$ 20.68

$ 16.16

41.68
63.89
86.11
130.54
174.97
219.41

37.36
63.35
89.34
141 . 32
193.30
245.28

250
500
750
1,000
1 ,500
2,000
2,500

(OveR)

